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NATIONALIZATION OF LIFE INSURANCE 
I 


On the 19th January 1956, the President of India promulgated the 
Life Insurance (Emergency Provisions) Ordinance by which the manage- 
ment of the life insurance business in India of both Indian and foreign 
insurers was taken over by the Government of India. Subsequently, 
while the Life Insurance (Emergency Provisions) Act replaced the 
Ordinance, the Life Insurance Corporation Act, which came into force 
on July 1, 1956, provided for permanent arrangements for the manage- 
ment of life insurance business, by transferring all the assets and liabili- 
ties of existing insurance companies carrying on life business in India 
to a statutory corporation. The Life Insurance Corporation of India, 
with the exclusive right to carry on the business of life insurance, came 
into being on September 1, 1956. An attempt is made in this paper to 
examine a few issues arising out of the nationalization of life insurance 
in India. 


Wholesale nationalization of life insurance business is practically 
without parallel in other democratic countries. In 1946, France carried 
out a major nationalization measure which included within its scope the 
larger insurance companies in the country. A system of postal insur- 
ance was started in the United Kingdom in 1864 to benefit the working 
classes, but was wound up in 1928. State Departments of Insurance 
function in New Zealand, Brazil, Mexico and Japan, where they com- 
pete for business with private insurers. While the principle of State 
ownership of life insurance business has not received much adherence, 
the principle that life insurance requires to be controlled in the public 
interest has been accepted in most countries. The very nature of the 
business calls for such control. ‘‘ Governmental regulation of the life 
insurance business is necessary and desirable because of the ‘ public 
interest ’ arising out of the magnitude of the business, both financially 
and as to the number of persons concerned ; and the special nature of 
the life insurance contract—which is, to a considerable extent, a ‘ uni- 
lateral’ contract of a high technical character.’”? Public interest in 
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any form of business activity may be measured in at least three ways : 
(i) by the number of people who are affected by the business, (ii) by 
the degree of importance of the business in the ordinary affairs of life, 
and (iii) by the extent to which reliance must be placed on those who 
manage the business because of the inability of ordinary members of 
the public to understand its technical process.2, Judged by these 
criteria life insurance any where is a business in which there is a high 
degree of public interest calling for Stete supervision and control. 
Such control may take a mild form as in the United Kingdom, where the 
private insurance companies have a fairly free hand in the conduct of 
their business, or may take a very rigorous form as in the U.S.A. where 
practically every aspect of a company’s business is controlled. The 
history of insurance legislation in India, beginning with the first land- 
mark in the shape of the Insurance Companies Act of 1912, is a history 
of periodic and persistent attempts by the State to enforce stricter 
control over companies in order to correct their malpractices and avoid 
failures. The extent of public interest in the business of life insurance 
in India is as great as elsewhere. If anything, it is higher than else- 
where because firstly, the business stands in need of great expansion in 
view of the inadequacy of the present national coverage and in view 
of the need to mobilise savings for national development, and secondly, 
the prevailing low standards of education and the technical and long 
term character of the life contract calls for the highest standards of 
integrity, efficiency and economy among the insurers. If, as stated by 
the Government, control and supervision have steadily failed to achieve 
their purposes, nationalization was perhaps the inevitable alternative. 
Over and above these economic considerations, the Government was 
also influenced by the ‘ ideological ’ consideration, by which the nation- 
alization of life insurance was regarded as “ another milestone on the 
road the country has chosen in order to reach its goal of a socialistic 
pattern of society.”* The impact of nationalization on three aspects 
of business, viz., the expansion of business, the correction of weaknesses, 
and the regulation of investments is briefly examined below. 


II 


Coverage of Life Insurance in India 


One of the reasons advanced for nationalization of life insurance 
is that the business had not expanded properly and adequately under 
private enterprise. It must be admitted at the outset that the business 


1 Joseph B. Maclean : Introduction to Life Insurance, Vol. IV (1951), p. 1. 
2 Ibid. 
2? (C.D. Deshmukh, Broadcast talk over All India Radio on 19-1-1956. 
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of life insurance in India has, from its humble beginnings in the latter 
half of the 19th century, risen steadily over the course of the present 
century and quite remarkably in recent years. The amount of life 
insurance in force rose from Rs. 142 crores in 1929 to Rs. 272 crores in 
19389. Thanks to the expansion effected in the war and post-war years, 
the total business in force rose steadily and reached the figure of 
Rs. 1,123 crores at the end of 1955. The new annual business also 
increased rapidly from Rs. 29 crores in 1929 to Rs. 47 crores in 1989 
and Rs. 288 crores in 1955. Tables I and II show the record of the 
recent years. The per capita life insurance in India has risen from 
Rs, 2/- in 1929 to Rs. 25 at present. Non-Indian companies, which in 
the early years of life insurance in India had dominated the scene, 
steadily yielded place to Indian companies, thanks to the enterprise of 
the latter. The foreign companies confined their attention to general 
and miscellaneous business ; and at the end of 1954 the number of 
non-Indian companies doing life business in India was only 16 as com- 
pared to 149 Indian. Ot the total life business in force in India at the 
end of 1955, the share of the Indian companies was Rs. 984 crores as 
compared to Rs. 189 crores which was the share of the foreign companies, 
The same year Indian companies effected new life busines to the tune 
of Rs. 220-85 crores yielding a premium income of Rs. 11-39 crores, 
while the foreign companies’ new business amounted to Rs. 17-44 crores 
yielding a premium income of Rs. 1+00 crore. 


TaBLe I 


Total Life Business in force at the end of the year in India 


Indian Insurers Non-Indian Insurers Total 


Sum No. Sum No. 
of insured of 
policies including policies including policies 
(000s) bonus (000s) bonus (000s) 
(Rs. crores) (Rs. crores) 

27,91 2,34 103 80,25 
30,74 2,29 103 33,03 
30,49 2,31 109 32,80 
35,64 2,41 118 38,05 
87,11 2,47 126 39,58 
38,55 2,51 133 41,06 
40,69 2,44 137 43,13 


42,16 2,27 139 44,43 


= 
igs 
— 
Sum 
insured 
Year including 
bonus 
(Rs. crores) = 
1949 765 aa 
1950 780 
1951 873 ie 
1952 922 
1953 966 > 
1954 1,059 
1,123 
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Tasie II 
New Life Business Effected During the year in India 


Indian Insurers Non-Indian Insurers Total 


No. of Sum No. of Sum No. of Sum 
policies Insured policies Insured policies Insured 
(Rs. crores) (000s) (Rs. crores) (000s) (Rs. crores) 


1948 121.7 19 12.9 4,86 134.6 
1949 130.0 18 12.2 5,44 142.2 
1950 125.8 19 13.7 4,98 189.5 
1951 131.4 16.5 5,36 147.9 
1952 130.3 16.4 5,38 146.7 
1953 138.2 17.0 5,62 155.2 
1954 213.3 16.2 7,05 229.5 
1955 220.8 17.4 7,71 238 .2 


(Source : Reserve Bank of India Bulletin, February 1956 and Indian Insurance 
Year Book, 1956). 


Compared to the early years of this century, life insurance business 
in India has certainly expanded well. But is this expansion adequate 
with reference to the needs of the country, particularly in the context 
of the planning for economic development? That the coverage of life 
insurance in India is grossly inadequate may be seen from a comparison 
with the position in some other countries. The per capita life insurance 
in force in India of Rs. 25 compares miserably with the figures of Rs. 
8,635 in U.S.A., Rs. 6,647 in Canada, Rs. 2,544 in Australia and 
Rs. 1,840 in U.K. What is even more significant, the sum assured in 
force is only 10% of the national income in India, whereas it is 108% 
in Canada and 95% in U.K. Even the progress effected in India in the 
post-war years, though impressive in itself, has not been adequate. 
In view of the growing population and the rising per capita income in 
the country, the annual new business should have at least shown a 
steady rising trend. On the contrary, the new life business 
effected does not show any significant rise between 1948 and 1958 
(Table II). The significant rises in 1954 and 1955 have been attributed 
largely to the prevalence of specially favourable factors, such as the 
introduction of the staff Assurance Schemes offering sizable reductions 
in the tabular premium rates, the introduction of Estate Duty Policies 
and the Married Women’s Property Act policies, and the substantial 
reduction in premium rates in 1954 and the consequent rush for the 
conversion of old business. Thus the rate of expansion in business has 
not been satisfactory and the national coverage today is inadequate. 
A great leeway is to be made. 


A great drawback in the Indian life insurance business at present 
is that it covers hardly 5°, of the families in the country. In the U.S.A. 
75% of the families own life insurance of somekind. Practically the 
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whole of the 82-5% of the Indian population living in rural areas is 
uninsured. The bulk of the lower middle classes and perhaps the 
entire working classs are without insurance protection. Ordinary life 
insurance in India is restricted to the issuing of life policies of Rs. 1000 
or more per life. The premia on such policies are beyond the means of 
the lower income groups. The issuing of policies of less than Rs. 1000 
per life was done by the provident societies. Their business involves 
the issue of policies for small amounts and collecting low premia from 
persons of low economic means. This is known as industrial assurance 
in other countries, as it benefits mostly industrial workers. Such 
business forms 40%, of the total life insurance business,in U.K. and 85% 
in Germany. In India, on the other hand, industrial assurance forms 
an insignificant part of life insurance business. The record of the 
provident societies has been anything but creditable. In August 1956, 
there were just 71 provident societies. The new business effected by 
these societies in 1955 amounted to Rs. 2-2 crores, whereas the corres- 
ponding figure for the ordinary life companies was Rs. 288 crores. 
Their total business in force at the end of the year was 73,000 policies 
assuring a sum of Rs. 5-3 crores, which may be compared to 44,43,000 
polices for a sum of Rs. 11.23 crores held by the ordinary life companies.‘ 
In short, industrial assurance has hardly developed in India, and life 
insurance has failed to reach the common man. 


Nationalised life insurance will thus have to meet two challenges, 
expanding the total volume of business and reaching the common man. 
Inasmuch as nationalization is claimed as “a step in the direction of 
more effective mobilization of the people’s savings,” expansion of the 
volume of business assumes immediate importance. Besides pursuing 
the traditional lines with greater vigour, new methods will also have to 
be devised. Effective propaganda should make the people more insur- 
ance-minded. Nationalization offers an opportunity to introduce an 
element of compulsion. Employees in government and quasi-govern- 
ment establishment could be compulsorily insured. It is more important 
to reorganise the agency staff so as to eliminate dummy agents, rather 
than merely add to their number. The decision of the Government to 
augment the agency force and appoint part-time agents appears to be 
hasty. The number of new agents appointed since September 1, 1956, 
is more than 14,000.5 The decision of the Corporation to remove the 
restrictions on the lives of females should help augment business. New 
schemes designed by the Corporation, such as the Group Insurance 
Schemes and the Superannuation schemes, are welcome experiments. 


* Indian Insurance Year Book, 1956. ° 


5 B. R. Bhagat, Deputy Minister for Finance, Government of India, statement 
in Lok Sabha on May 16, 1957. 
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The former should bring life insurance protection within easy reach 
of all employees and the latter would provide pensions to employees 
on their retirement from service, either in lieu of or in addition to the 
provident fund arrangements. 


It is of course too early to review the volume of business done 
since nationalization. It is hardly an year since the Corporation was 
set up and it is just an year and a half since private companies came 
under the State. The first Report of the Corporation is yet to come, 
but certain figures released show that there was a drop in business in 
1956. Perhaps this was to be expected in view of the large-scale 
dislocation caused by nationalization. Added to this was the handicap 
that the favourable factors, like the Staff Assurance Scheme, which 
had swelled the business in 1954 and 1955 were no longer in operation. 
In the light of these, the official statement that the total life business 
transacted in India and abroad in 1956 amounted to about Rs. 200 crores 
as against Rs. 268 crores in 1955 and Rs. 247 crores in 1954, is not 
disappointing. The figures for 1957, when they become available, would 
perhaps help one judge more correctly the performance of nationalized 
insurance, 


Extending life insurance to the low income groups and the rural 
areas is important for two reasons. Firstly, the low income family is 
in greater need of life insurance protection than the well-to-do. Second- 
ly, there is a considerable potential of small savings among those 
regions and groups which if properly mobilised could make an effective 
contribution to national development. It is in this context that the 
Janata Policy Scheme of the Life Insurance Corporation is to be wel- 
comed. The new scheme was inaugurated in May 1957 and is initially 
introduced in certain pilot areas. As a simplified form of life insurance, 
the Janata policy is tailored to the needs of rural and industrial workers. 
The value of the policies will vary from Rs. 250 to Rs. 1,000, and the 
minimum premium will be Re. 1 per month. Specially welcome 
features of the new scheme are the exemption from medical examination 
for ages under 35 and the facility that premiums will be collected at 
the door step of the policy-holder. The scheme fills a lacuna in Indian 
life insurance structure and its progress will be watched with interest. 


The success of any scheme to afford life protection to low income 
groups and rural areas will rest on the publicity given to it and the 
efficieny of the ‘home-service’’ rendered by the insurance agents. 
The publicity given must be such as will readily catch the imagination 
of the people. In industrial areas, arrangements could be made to 
deduct the premium straight from the wages of the workers. In the 
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rural areas, the collection of premia, instead of being on a monthly 
basis, could be made to coincide with the harvest season. The commu- 
nity projects and National Extension Service Blocks could help propa- 
gate the idea of life insurance in the rural sector. 


Ill 


Correction of Weaknesses 


A major reason for the nationalization of life insurance in India 
was the large number of serious malpractices alleged to have been 
indulged in by the private insurers. As evidence for many of these is 
not available to the public, it is not possible to go into them here. 
However, available data forcibly indicate, among others, the prevalence 
of two significant weaknesses in the business of life insurance in India 
and nationalized insurance will have to set about quickly and _ effect- 
ively correcting these weaknesses. 


(i) The Lapse-Ratio. A number of policies effected in India 
lapse in the first few years of their currency. It is estimated that of 
the new business placed in 1951, the business which lapsed in the next 
three years amounted to 45.2%. Nearly 44% of the new business 
placed in 1952 lapsed before the end of the subsequent two years ; 
about 35-7°% of such business placed in 1953 lapsed before the end of 
1954.6 The new business done by Indian insurers during 1954 and 1955 
amounted to Rs. 213 crores and Rs. 221 crores respectively (Table I). 
But the total life business in force at the end of 1954 and 1955 showed 
additions of only Rs. 89 crores and Rs. 62 crores respectively over the 
corresponding previous year-ends (Table I). This gross disparity 
between the new business effecte@ during a year and the addition seen 
in total business at the end of the year is to a large extent due to the 
lapse of a large part of the new life business written during the immediate- 
ly preceding years on account of non-payment of premiums. This 
high lapse ratio indicates a colossal waste for the nation and is hardly 
conducive to the growth of life insurance business. A ‘ lapsed’ policy 
holder is lost for ever to the insurance business ; he develops a life time 
allergy to the idea of insurance which might even affect his immediate 
neighbourhood. Lapsation is, of course, also a loss to the individual 
and the family. 


The high lapse-ratio in India is largely attributable to the waste- 
ful competition among insurers and their agents, the consequent high- 
pressure salesmanship, and the craze for boosting up business without 
regard to the quality of the business underwritten and to the ability 


* Commerce, 7 January 1956, p. 20. 
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of the prospects to stand the cover. Insofar as nationalization has 
put an end to the competition among insurers, it has removed one cause 
of lapses. But positive steps are required to bring down the lapse 
ratio. Much depends on the quality and efficiency of the field staff. 
Sufficiently educated and technically trained agents are required who 
might exercise care and discretion in the selection of risks and in helping 
the prospects to choose the appropriate types and sizes of policies. An 
efficient inspectorate is necessary to guide, check and supervise the 
business booked by the agents. The agents must be provided incentives 
not only to expand the business but to see that policies are kept in force 
by the insured. Their commissions could be suitably linked to the 
continuance of the business in force. ‘‘ After-sale service ”’ is important 
for ensuring the continuance of policies. Often a timely help or suggest- 
ion by the agent would in many cases prevent lapsation of policies. 
The after-sales service scheme started by the New India Assurance 
Company Ltd. in September 1955 is worthy of adoption by the Corpo- 
ration, as it would maintain a personal contact between the Corporation 
and the policy holder. 


(ii) The Expense-Ratio. The other weakness that has to be 
corrected is the high expense ratio of Indian life insurance business. 
The benefit to the policy holder is inversely proportional to the size 
of that portion of the premium income which is devoted to the expenses 
of management. The expense ratio, or the ratio of expenses of manage- 
ment to the premium income of Indian insurers has been around 30°%, 
as against 15°% for companies in U.K. and 17% for companies in U.S.A. 
It is around 21% for foreign companies working in India, Agitation 
by the public, persuasive steps by the Government and even statutory 
limitations have not met with succeSs in bringing down the expense 
ratios of Indian insurance companies. In fact, as may be seen from 
the table below, the recent years have shown a steady rise in the ratio, 
and in the last year prior to nationalization the expense ratio was the 
highest for the Indian insurers. 


Taste III 
Expense Ratio of 
Year 
Indian Non-Indian 
Insurers Insurers in 
India 
1950 28.9 21.8 
1951 27.2 23.0 
1952 27.2 22.4 
1953 27.4 20.7 
1954 29.3 21.4 
1955 33.4 21.3 


(Source : Indian Insurance Year Books) 
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Different explanations are offered for the high expense-ratio of 
Indian insurance companies. While it is possible that the high expens > 
ratio is in some measure due to the small size of the average sum assure 1 
per policy and to the small fraction of the total population being covered 
by insurance, it cannot be denied that extravagance of management and 
illegal practices like rebating and maintenance of dummy agents have, 
in no small measure, contributed their shares. One would like to see 
how far nationalized insurance succeeds in bringing down the expense 
ratio. The elimination of illegal practices like rebating and the reorga- 
nisation of the agency staff to remove dummy agents are steps which 
are greatly facilitated by nationalization. Further, the amalgamation 
of a 500 odd companies under one management should reduce expenses 
of management and organisation. Rationalization of the pay structure 
of the employees and the reduction of the very high rate of emoluments 
enjoyed by senior officers in many companies should help bring down 
expenses. The system of remuneration to agents may be re-examined 
to see if any reduction could be effected without damage to their in- 
centive. The use of machines for office work is not widespread in 
India and mechanization should be thought of as an effective means of 
reducing expenses. Of course this may be related to the problem of 
unemployment ; but insurance business in India can ill afford to post- 
pone mechanization indefinitely. Thus a vigilant pursuit of all possible 
means to reduce the expense ratio and give the policy holder his rightful 
due is imperative. 


Before closing this section, it may be pertinent to remind ourselves 
that while correcting the weaknesses displayed by private companies, 
the nationalised life insurance system must escape falling a prey to the 
defects traditionally associated with government departments and 
State enterprises—bureaucracy, red tape, the lack of personal interest, 
ete. Delay and inefficiency would steadily ruin any enterprise ; but in 
the case of life insurance they would spell disaster. Life insurance is 
not a commodity that can be sold over the counter ; the sale of this 
commodity, essential though it is for the purchaser, calls for a great 
deal of persuation, tact and prompting on the part of the seller. These 
are not qualities that are usually associated with the officials of a govern- 
ment department. Of course, there is no reason why a State enter- 
prise qua State enterprise must be inefficient. What is needed is 
a re-orientation of outlook and the organisation of the enterprise on 
lines basically different from those of a rountine department. The 
assurance of the Finance Minister that he would see that “ those who 
are entrusted with the running of nationalized insurance have the 
discretion and freedom of action necessary to enable them to secure 
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maximum efficiency’? must serve to allay the fears generated when 
a large number of independent companies are welded into a monolithic 
corporation. The establishment of zonal offices of the Corporation at 
Bombay, Calcutta, Madras and Delhi might bring in an element of 
decentralization. In all aspects of the business, but more particularly 
in the settlement of claims, delay is to be avoided at all cost. “* The 
chief maladies an organisation like nationalized insurance has to be 
continuously on the look-out for are indifference towards the feelings 
or convenience of individual customers, obsession with the binding 
and inflexible authority of departmental decisions, precedents, arrange- 
ments or forms, regardless of how badly or with what injustice they 
may work in individual cases, and a mania for regulations and formal 
procedure.’ Unless nationalized insurance effectively guards against 
these dangers, it will be guilty of having developed new defects while 
removing the old ones from life insurance business in India. 


IV 


Regulation of Investments 


Life insurance companies accumulate large funds by collection of 
premia, and these funds are held for long periods of time. The funds 


are held in ‘ trust’, as the sums assured are to be repaid to the policy- 
holders on maturity of the policies, or to their successors in the event 
of the death of the policy-holders. As trustees, the life insurance 
companies should show the highest ethical standards in the handling 
of these funds. Misuse and misappropriation of these funds are alleged 
to have been detected in a number of Indian life insurance companies, 
and nationalization is said to have been resorted to in order to put an 
end to such abuses. However, we are concerned here with the use— 
and not with the abuse—of the investment portfolio and the bearing of 
nationalization on it. 


The safe and remunerative investment of the large life funds is 
vital to the. solvency of insuramee business. Security of principal, 
remunerative yield, and diversification of investments are important 
considerations in the selection of the investment portfolio. From the 
point of view of the country at large, the life funds could make a signi- 
ficant contribution to capital resources. By their investments in 
guilt-edged securities the life companies place large funds in the hands 
of the goverment. Industry and commerce also receive substantial 


? Broadcast talk over All India Radio, 19-1-1956. 
* A. D. Gorwala: “ Nationalized Insurance” Illustrated Weekly of India, 
May 12, 1957, p. 27. 
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assistance from insurance companies in the shape of loans or equities. 
Thus the investment portfolio of the life insurance business has a 
bearing on economic development both in the public and the private 
sectors, and the nationalization of the business in India brings this 
aspect of the issue into focus. 


The assets of all Indian insurers have been rising steadily in recent 
years along with the rise in business. From Rs. 150 -30 crores in 
1946 the figure had risen to Rs. 338-89 crores in 1954 and Rs. 366-89 
crores by the end of 1955. Of the latter figure, Rs. 3825.75 crores 
pertained to life insurance business and Rs. 41-14 crores to general 
insurance business. The pattern of investment of these funds has, 
of course, been subject to governmental regulation. In accordance 
with Sections 27 and 27 A of the Insurance Act, the funds of life assurance 
companies had to be invested as follows : 25% in government securities, 
25% in government securities or other approved securities and the 
balance of 50% in appropriate investments specified in Section 27A(1) 
and (2). Table IV shows the distrubution of the assets of Indian life 
insurers as at end of 1954. 


IV 
Distribution of the Assets of Indian Life Insurers at end 0f1954 


Amount Percentage 
Item (Rs. crores) of Total 


Central Government Securities 128.50 

Securities of Part A States ... ove “ owe 18.70 

Securities of Part B States 

British Colonial and Foreign Government Securities 

Municipal, Port Trust and Improvement Trust 
Securities... eee eee 

Debentures of Indian Companies, ete. one 

Preference shares of Indian Companies, etc. 

Ordinary Shares of Indian Companies, etc. 

Land and House Property ee eee 

Mortgages on Property 

Loans on Policies 

Other Loans... 

Miscellaneous ... 


Sl Nene 


Total ... 


(Source : Reserve Bank of India Bulletin, February 1956 p. 150). \ 


It may be seen that Rs. 168-10 crores representing over 55% of 
the total assets are invested in government and approved securities, 
which shows a sizable excess over the statutory minimum. In the 
case of individual companies, like the Oriental for instance, the percent- 
age would be even higher. Rs. 48-57 crores or 16-1%, of the total are 
seen invested in the Preference and Ordinary shares and debentures of 


e 
vat 
1. 
2. 
3. aa 
4. 
= 
6. 
8. 
9. 
10. 
ll. 
12. : 
13. 
301.33 


122 THE INDIAN ECONOMIC JOURNAL 


Indian companies, etc. The rest, constituting Rs. 84.66 crores or 28.1% 
of the total, are distributed among Land and House property, mortgages 
on property, policy loans, ete. Table V compares the composition of 
the investment portfolio of Indian insurers with that of life insurance 
companies in U.S.A. and U.K. 


TABLE V 


Comparison of the Pattern of Distribution of Assets of Life Insurers 
In India, U.K., and U.S.A. 


1 2 3 
Item India U.K. U.S.A. 


(Figures in percentage of total) 


Government and ae Secur- 


ities es sos 55.8 41.3 15.8 
Securities of Businss and Industry ‘ 16.1 29.2 44.0 
Mortgages “a ove 5.0 8.6 29.7 
Policy loans and other loans. . = 9.3 3.0 3.7 
Other Assets ose 13.8 17.9 6.8 

100.0 100.0 100.0 


1. Source: Table IV given above—Figures refer to 1954. 

2. Source: Norman Macree : The London Capital Market (1955), p. 82. 

8. Source: Reserve Bank of India Bulletin, November 1954, p. 1090. Figures 
refer to 1953. 


The percentage of total assets invested in government and quasi- 
government securities is lower in U.K. (41-3%) than in India and very 
much lower in U.S.A. (15-8) The conspicuous part played by life 
insurance companies in the financing of industry in U.S.A. and U.K. 
may be noted from the Table. Securities of business and industry 
make up the biggest item (44-0%) in the investment portfolio of life 
companies in U.S.A., while they constitute a significant 29.2/ in U.K. 
The percentage on the Indian side makes a poor comparison. This may 
be explained by two factors, viz. the large percentage statutorily re- 
quired to be invested in government and approved securities in India 
and the lack of suitable avenues of industrial investment on account 
of the low level of industrialisation. 


With the nationalization of life insurance business in India, the 
reorganisation of the investment portfolio could be considered. As 
far as investment in gilt-edged securities is concerned, the high level 
of statutory minima prescribed by Section 27 and 27A was dictated 
by two considerations ; firstly, that safety should be the prime factor in 
the selection of investments, and secondly, left to themselves, the private 
companies in India could not perhaps be expected to invest the funds 
in reasonably safe avenues. Now that the business is nationalized, the 
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second consideration is no longer relevant, and hence the statutory 
minima governing gilt-edged investments could be reconsidered. As 
for the financing of industry and business, with the accent on industrial 
development under the Plan, more and more avenues of investment are 
being opened up. When steps are being taken to fulfil adequately 
the financial requirements of industry, the question of diverting a 
larger part of insuranced funds to industrial securities ought to engage 
our attention. The fear that used to be entertained that permission 
to expand the industrial section of the investment portfolio might be 
misused for speculative and other activities has become baseless on 
account of nationalization. 


On the question of insurance investments in the securities of 
industry, a curious situation appears to have developed. On the one 
hand, the fear is expressed that nationalized life insurance would 
steadily withdraw its support to private industry with a view to divert 
the funds to government securities. On the other hand, the fear is 
also expressed, paradoxically enough, that nationalization has made the 
Government the owner of debentures and equities in private industry 
and that this ownership would be utilised to exercise an unfair degree 
of control." Though both these apprehensions have been sought to be 
allayed by suitable assurances by the Government, the formulation of 
a clear policy on this issue appears necessary, and the following points 
may be noted. 


(i) The bulk of the life funds in the possession of the Life Insurance 
Corporation must be utilised for national economic development, 
subject to safety and liquidity considerations. 


(ii) Though at one time nationalization of life insurance was 
advocated as a means of getting additional resources for development 
in the public sector, this should not be sought through manipulation of 
the investment portfolio. In its capacity as shareholder, government 
should get the profits of the business in the shape of dividends. Ex- 
pansion of business would also expand the magnitude of investments in 
Government securities. 


(iii) No attempt should be made to withdraw the support now 
being extended to the private sector by way of investments in the shares 
and debentures of industrial companies. 


(iv) In view of the role assigned to the private sector for industrial 
development under the plan, the satisfactory fulfilment of their financial 
requirements becomes important. The experience of advanced count- 
ries points to the role that life insurance funds could play in this regard. 
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The Life Insurance Corporation might therefore expand its investments 
in the shares and debentures of industrial companies. To facilitate 
this, the recommendation of the shroff Committee® for the amendment 
of section 27 to reduce the statutory minima of investment in govern- 
ment and approved securities to 45°, might be implemented, as the 
immediate first step. The position may be reviewed after five years 
to see if a further reduction could be effected. 


| (v) The proposal of the Government?® to create a separate statutory 
body which will be entrusted with the task of investing the funds of 
the Corporation is welcome. The Life Insurance Corporation is a 
vast country-wide organisation and the proposed arrangement will 
leave it free to devote itself to the main business of expanding life 
insurance. Moreover, the investment of life funds being a highly 
specialised work, a separate body for it appears justifiable. 


Madras T. P. SuBRAMONIAN 


* Report of the Committee on Finance for the Private Sector, Reserve Bank of 
India, (1954), p. 75. 

10 T. T. Krishnamachari, Finance Minister, Government of India : Speech in 
Lok Sabha on May 24, 1957 (Refer * The Hindu ’, 25th May 1957). 


HOUSING IN INDIA 


A critical survey of Government efforts to develop 
housing as a Social Service 


Introduction 


Since the end of the Second World War, the problem of housing 
has evoked considerable interest here and abroad. In many Western 
Countries housing was an emergency created by war-time destruction and 
Governments had to undertake rebuilding on their own responsibility . 
In India, the problem was evolutionary being the outcome of the rapid 
growth of population and the spread of urbanization. The emergency 
arose only with the influx of refugees after partition. Recently public 
consciousness has grown as to the need for developing housing on a 
comprehensive scale and also regarding the roie which Government has 
to play in that process. The recent utterances in parliament and in 
State assemblies are a clear index of this growing awareness. The 
reports of the U.N. General Assembly, the Economic and Social Council, 
the I.L.0., W.H.O. UNESCO! and especially the Regional Seminar on 
Housing and Community Improvement? at New Delhi have focussed 
attention on this vital problem. This paper surveys the various 
attempts made by Government since Independence to develop housing 
as a Social Service and examines the difficulties confronted in the course 
of that experiment. 


The Problem 


The economic aspect of the housing problem can be best expressed 
in terms of the supply and demand functions. The demand for houses 
increased with the growth of population which rose from 318 millions 
in 1941 to 356 millions in 1951. This demand was felt more acutely in 
the urban areas to which large slabs of population had drifted in search 
of employment and trade. While the overall increase in population 
during the decade was 13.4%, the increase in the urban areas was 54%. 
After partition, about 47 lakhs from West Pakistan and another 34 
lakhs from East Pakistan came to India and their entry aggravated 
the demand for houses. Most of the refugees preferred to settle down 
in urban areas. 


While the demand for housing has been increasing fast, the con- 
struction of houses was interrupted by war, scarcity of materials and 


' Housing, Building and Planning No. 9—U.N. 1955, p. 66. 
* Report of the Seminar—ibid—Part II. 
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high cost. During the war, building materials were exclusively com- 
missioned for defence requirements so that private construction was 
ata minimum. The scarcity of building materials and skilled labour 
continued in the post-war period because priority was given to Govern- 
ment constructions. The high construction costs coupled with the 
Govt. policy of fixing maximum rents and requisitioning of vacant 
buildings took away much of the incentive from private builders. 
Improvements and even the routine repairs were held up thus reducing 
the available supply of houses. The deficiency in the supply that has 
arisen during the decade preceding 1951 has been estimated by the 
Ministry of Works, Housing and Supply to be of the order of 2.5 millions 
for urban areas and 6.5 millions for rural areas. This big gap led 
to excessive overcrowding, insanitary living conditions and slums 
which are detrimental to the health and morals of the inhabitants. 


Government Efforts 


Government efforts to privide housing in certain special cases, go 
back to the pre-war years. The Central and the State Governments 
had a few schemes to build houses for certain categories of their employ- 
ees in smaller towns and in out of the way places. For e.g. the Railways 
by March 1951 had built 2,75,917 houses for their employees; the 
Defence Department had by 1949 constructed 22,340 houses for their 
workers in the ordnance factories; some municipalities had also 
undertaken housing schemes for their essential staff and the number of 
houses built by them had been estimated at 18,771. The above ventures 
on the part of Government, Government Departments, and Local 
Bodies were purely sporadic attempts and could not be regarded as 
part of a planned system of social services, because they were provided 
without any reference to the income of their employees. 


The recent attempts to increase the supply of houses in the urban 
areas and the expenditure incurred on this can be conveniently discussed 
under three heads—housing for industrial workers, housing for low 
income groups and slum clearance. Besides, there is the huge problem 
of rural housing continuing over several decades and even centuries. 
Refugee housing was an emergency created by partition. These 
problems have to be dealt with individually because their background 
and the remedial measures are in no way similar. However, what is 
most obvious is that the problem cannot be tackled without Government 
interference and assistance. The experience of England in this connect- 
ion is worth recalling. ‘There has been too much experience of the 
disabilities of private enterprise as providers of working class houses 
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and the evidence tends to show that there is unlikely to be improvement 
in the future. The solution must be in an improved state organization.*” 


Industrial Housing 


Among the various schemes of urban housing top priority was 
given to industrial housing. During the last 15 years the number of 
factories increased from 10,466 to 30,184 and the number of workers 
from 17.5 lakhs to 24.4 lakhs. Of the additional 7 lakhs, about 2.7 
lakhs are women. Assuming that they do not need independent 
accommodation the number of workers to be housed is 4.7 lakhs. 
This figure therefore represents the housing shortage with regard to 
industrial workers and it tallies with the other estimates made by the 
Planning Commission on the basis of the survey of 37 towns. 


The need for providing housing for industrial workers was empha- 
sised by the various Committees appointed by Central and State 
Governments since 1939.4 Unfortunately, these schemes were never 
implemented for want of finances and for fear of inflation. Though the 
Bombay City Improvement Trust, Ahmedabad Municipality and a few 
employers like Port Trust, Textile Mills etc. built quarters for their 
staff, the pressure for houses continued to grow with the increase in the 
labour force. Following the Resolution on Industrial Truce adopted 
in December 1947 and the Industrial Policy Statement of April 1948, 
Government announced its decision to construct one million houses in 
ten years, the cost of which was to be shared between Central and State 
Governments, Municipalities and Employers. This scheme was opposed 
by State Governments. Hence the Government of India in 1949 
introduced another scheme by which interest free loans were granted to 
State Governments and Employers to the extent of 2/3 of total cost of 
construction provided the rents charged on the workers did not exceed 
10% of their wages. This scheme was in operation till September 
1952. Up to date Rs. 5.14 crores were sanctioned in favour of Bombay, 
Uttar Pradesh, Madhya Bharat and Saurashtra and 18,395 tenements 
were constructed. Since the scheme failed to evoke adequate response 
from the State Governments and Employers it was modified on the 
lines suggested by the Planning Commission. The new scheme intro- 
duced in September 1952 provided for grant of subsidies to Governments, 
Employers and Housing-Cooperatives for the construction of single- 
roomed tenements at a maximum cost of Rs. 4,500/- in Bombay and 
Calcutta and Rs. 2,700/- in other towns. The State Governments 


3 Housing and State, Marian Bowley 1947, p. 260. 
* Industrial Housing in India: Aggarwal—P. 394. Also the Gereater Bombay 
Scheme : Govt. of Bombay, 1946, p. 5-7. 
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were entitled to a subsidy of 50% of the total and balance of cost was 
given as loans. The employers of labour were granted 25%, as subsidies 
and 374% as loans. Co-operative societies were given 25°, as subsidies 
and 50% as loans. The period of repayment of loans was fixed at 
15 years for employers and 25 years in other cases. 

During the First Plan period construction programme for 79,679 
tenements was approved, Of these 19,195 were for Bombay, 21,709 
for U.P. 5,629 for Hyderabad, 5,181 for M.P., 3,444 Madhya Bharat 
and the rest in other States. About 85% of the construction is planned 
by State Governments, 13%, by Employers and 1.6% by Co-operative 
Societies. Up to September 1955, Rs. 20.5 crores were sanctioned for 
constructing 71,887 tenements. Since payment is made according to the 
progress of construction only Rs. 9 crores were paid out.5 Out of this 
Rs. 9 crores’ State Governments received Rs. 2.7 crores as subsidies 
and Rs. 6-0 crores as loans. Employers received Rs. 6.8 lakhs as 
subsidies and Rs. 13.4 lakhs as loan. Co-operative societies received 
Rs. 0.9 lakhs as subsidies and Rs. 6.7 lakhs as loans. 


The scheme is still in force and is being extended during the Second 
Plan period with a target of 1,28,000 tenements at a cost of Rs. 45 crores. 


Housing for low income groups 


Secondly, Government had taken a few steps to provide housing 
for low income groups. Families with low incomes had been experienc- , 
ing great difficulty to obtain accommodation in cities like Bombay and 
Calcutta. Private constructions were too few during post-war years 
and being motivated by profits, rents were excessive and beyond the 
means of the average family. In many cases, a big slice of their meagre 
income was devoted to rents and they experienced great hardships 
to make both ends meet, particularly in the face of the high living 
costs. ‘‘The obvious moral is that State either directly or through the 
Local Authorities must make itself responsible for the house building 
which is designed to meet the needs of the main body of the people.’”* 
Government therefore, introduced a scheme in 1954 to house families 
with incomes below Rs. 6,000/- per annum. Long-term loans were 
grantd to individuals, Co-operative societies and State Governments 
at 5or 54 per cent rates of interest. Maximum amount granted under 
the scheme is Rs. 8,000/- to an individual, i.e. roughly 80% of the 


® Five Year Plan Progress Report for 1954-55, p. 201. The figures given in this 
report are Rs. 2.8 crores for subsidies and Rs. 6.2 crores as loans. They differ 
from the figures given in the earlier Report for the year 1953-54 which are Rs. 4.13 
crores as subsidies and Rs. 4.12 crores as loans. ibid, p. 258. 

* Building and Planning. G.D.H. Cole p. 228-9. 
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total cost. The total allocations made by Government since the 
introduction of the scheme amounted to Rs. 20-5 crores in respect of 
40,000 houses. Of this Rs. 4-1 crores had been paid out up to 
September 1955. The Central Government gave loans to the State 
Governments to acquire lands and develop suitable sites for house 
building and these loans amounted to Rs. 1 crore by the end of the 
First Plan. During the Second Plan it is proposed to build 
68,000 houses and Rs. 40 crores have been earmarked for this purpose. 


Slum Clearance 


Thirdly, Government efforts have been directed towards clearing 
slums. Slums had grown up in most of the industrial cities of India. 
No city can be healthy which to‘erates a large number of these slums. 
Various Committees and Commissions’ have made pointed suggestions 
to eradicate slums. Liquidation of these slums and rehousing the 
occupants in more decent surroundings is a national problem demanding 
Government initiative and Government expenditure. The Planning 
Commission had indicated a procedure for acquiring slums and 
entrusting them to trusts and local bodies for rebuilding them. If, the 
present owners are willing to make improvements, Government would 
give them financial aid and other assistance. 


During the period of the First Plan little effort has been made 
to implement the suggestions. Certain municipalities had made a few 
sporadic attempts which unfortunately were very limited in character. 
The cost of acquiring proved heavy and rehousing was beyond their 
means. During the Second Plan however a provision of Rs. 20 
crores has been made to assist State Governments. Of the total 
cost, 25% is offered as subsidies, and 50% to be given as loans 
repayable in 30 years and the balance of 25°% to be borne by State 
Governments. Since most of the slums exist in cities, the immediate 
responsibility for clearing them will be on the municipalities and the 
Central and State Governments should provide finances and in certain 
cases land and building materials. 


It is obvious that the efforts made by public authorities and the 
funds set apart are too inadequate to liquidate slums. The magnitude 
of the problem that faces the country demands a much bigger effort. 
Future action should be on two lines. Firstly the introduction of legal 
restrictions on land utilization and the enforcement of minimum stand- 
ards of space, ventilation, sanitation etc., can prevent the growth of 
slums. Secondly existing slums should be gradually and systematically 


7 Labour Investigation Committee : Report on an Enquiry into Conditions of 
Labour in the Principal Municipalities in India, pp. 7 and 29. 
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demolished and new residential areas should be developed. These 
steps would involve planned development of towns which is again 
a slow process and will demand considerable expense on the part of 
Government. 


Rural Housing 


Rural housing is a bigger and very much older problem. In 
India 80°, of the population live in villages and village houses are ill- 
ventilated with inadequate space, water supply and facilities for dis- 
posing of sewage. This state of affairs had existed since a long time and in 
the absence of any emergency (as in the case of urban or refugee housing, ) 
was allowed to continue. In recent years, it is being felt that housing 
conditions in rural areas should be improved if the general living 
standards of these people are to be raised. If the life among rural 
areas is to be made worth living, then, the houses should be something 
more than ‘ aggregations of brick boxes—miscalled homes. ’ 


Looking at the vastness of the problem it is impossible for the 
Government to provide better houses at its own cost. What the 
Government can possibly do is to assist villagers with suitable designs, 
teach them the use of indigenous materials etc. The efforts in this 
country should follow the approach made in the Scandinavian 
Countries. According to John Graham, these countries did not give 
liberal subsidies to rural housing; but directed their efforts towards 
improved agricultural living and income, on the assumption that higher 
income among farmers will automatically lead to better houses.*® 
A beginning has been made in this direction, during the First Plan period 
by including rural housing in the general programme of Community 
Development. According to the 1954-55 Progress Report 15,517 new 
houses were built and 1,02,520 houses were reconditioned. 


Year Houses Built Houses Reconditioned 


1952-3 4,152 82,464 
1953-4 105 4,305 
1954-5 11,260 15.7538 


(Source : Progress Reports) 
Among the new houses built by the Administration, most of them 
were for the use of their own staff. The expenses incurred on these 


schemes are not separately available. The overall allocation for rural 
housing during the plan period was Rs. 10.90 crores (with adjustments) 


* Housing in Scandinavia, John Graham p. 32. 
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and this sum was to be spent by the State Governments. Taking this 
as the basis we can make a rough assessment of the expenses incurred 
on rural housing. 


Year Expense by State Govern- 
ments on housing 
(Rupees in lakhs) 


1951-2 116 (actuals) 
1952-3 2038 

1958-4 168 

1954-5 247 (R.E.) 
1955-6 288 (Budget) 


Rs. 1,022 
(Source—Statement I—Progress Report 1954-5). 


These figures indicate the expenses incurred by State Governments 
on housing and since the State Governments were concerned primarily 
with rural housing as suggested by the Planning Commission® then it is 
reasonable to conclude that the progress is according to schedule. 


Refugee Housing 


Since partition 8.53 million persons have migrated to India. Of 
these 4.7 millions came from West Pakistan and most of these displaced 
persons were settled in Punjab, Pepsu, U.P., Madhya Pradesh and 
Bombay. Among the 23 lakhs that had settled down in urban areas 
12 lakhs were accommodated in evacuee houses, The rest had to be 
housed immediately. Government by March 1952 built 150,000 
houses at a cost of 38 crores and another 50,000 in the next two years 
at an additional cost of Rs. 21 crores. These 2 laks houses would 
accommodate about 1 million persons. 


There has been a continuous influx of displaced persons from East 
Pakistan and the latest estimates indicate that 3.83 millions have moved 
in since partition. Of these 27 lakhs have remained in West Bengal 
and the rest in Bihar and Orissa. Since migration from East Pakistan 
was more peaceful than migration from West, Government could take 
the problem of housing with greater confidence. Initially 13,450 
houses were built departmentally to house 2.89 lakhs persons. Subse- 
quently Government preferred to encourage private construction by 


* First Five Year Plan—Planning Commission, Govt of India p. 606. 
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granting loans and subsidies to refugees. This was a departure from 
the policy adopted by Government in housing displaced persons from 
West Pakistan in which case most of the houses were built depart- 
mentally. One of the reasons for the shift was the absence of large 
blocks of land suitable for establishing colonies which will not only 
provide houses but also opportunities for earning a living. Secondly 
the refugees showed an extreme dislike for moving out of their tempo- 
rary habitations into new localities where lands were available. By 
1952, Rs. 8.8 crores were spent in housing displaced persons from East 
Pakistan and up to the end of 1954-5, Rs. 18-43 crores were advanced 
as loans. The Government is also spending additional sums on essential 
amenities like water supply, drainage, street lighting etc. in the colonies 
and townships set up for refugees. 


During the First Plan period Rs. 135-7 crores were spent on rehabili- 
tation of displaced persons. Out of this Rs. 66-9 crores i.e. roughly 
50% were spent on housing. At present most of the persons from West 
Pakistan have been housed, but there still remains about 170,000 
from East Pakistan yet to be rehabilitated. For housing persons who 
are not yet provided, the Second plan has set apart Rs. 24-46 crores out 
of the total of Rs. 85-5 crores allocated for rehabilitation. 


Constitutional Lapses 


The above survey of Government efforts makes it clear that housing 
in India is still in the primary stages. The effort is too insignificant 
as compared to the magnitude of the task that lies before and even 
where some attempts had been made the measure of success was too 
limited. Several factors have, impeded the progress of housing and it 
may be worth examining them in some detail and indicating what 
adjustments could be made to speed up housing programmes, 


Among the factors that have impeded the progress mention 
must be made of the lapses in the constitution which does not specify 
the authority responsible for housing. Item No. 24 of the Concurrent 
List dealing with the welfare of labour may be understood to cover 
housing as well. In that case industrial housing becomes the joint 
responsibility of the Central and State Governments. But there is no 
mention of other kinds of housing. The silence of the constitution on 
such an important social service as housing might seem a little embarass- 
ing in view of the elaborate provisions otherwise laid down regarding 
social and economic welfare of the people. Since all subjects not men- 
tioned in the constitution are vested with the Centre, it can be deduced 
that housing also comes under the Central jurisdiction. If this be so, 
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even then, it appears contrary to the general practice existing in other 
advanced countries where housing is a direct responsibility of the Local 
and State Governments. In fact the States should be made responsible 
for housing because they are in a better position to understand the 
needs of the various localities and regions. The role of the national 
Government should be to assist local communities and regions, exercising 
some degree of leadership and not replacing them.’® I, therefore, 
venture to suggest that housing should not be left in this constitutional 
dilemma but must be brought under the direct responsibility of the 
State Governments. 


In this connection, it may be pointed out that the suggestion made 
by the Planning Commission that the State Governments should be 
concerned with only rural housing connot be accepted.’ Since rural 
housing is now undertaken as part of the community development 
programme the progress of housing will be tied up with the progress of 
the community development schemes. According to the present rate 
of improvement it will take many years before any appreciable progress 
would have been made in housing. The magnitude of the present 
effort in developing rural housing is not appreciable enough as to 
occupy the whole energies of the State Governments. Further there 
is no emergency in respect of rural housing. Therefore it is necessary 
that State Governments should also devote some of their attention 
towards easing the housing situation in the urban areas. 


Financial difficulties 


Financial stringency was another serious circumstance blocking 
the progress of housing. The Central Government, since Independ- 
ence, had to grapple with many political and economic problems 
which strained her limited financial resources. The pressing demands 
for agriculture, industry, transport and other items in the First Plan 
permitted only a small allocation of Rs. 48-8 crores for housing. Since 
Government could not provide more funds, it was thought that 
cooperative societies might be used as instruments for collecting 
together private savings and supplementing government allocations. 
Unfortunately, the cooperative societies began to lean more and more 
on government help. A recent survey conducted by I.L.O. revealed 
that the share capital collected by 1781 cooperative societies was only 
Rs. 874 lakhs while government, assistance was Rs. 558 lakhs.!” 
Therefore, the establishment of the cooperative societies did not solve 
the problem of finance for housing. 


10 Housing, Building and Planning No. 9, U. N. (1955), p. 67. 
First Five Year Plan, p. 598. 
" 1.L.0. Cooperative Housing Societies, pp. 61-80. 
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Financial difficulties of the people in the low income groups 
appears to be the main reason for the lack of enthusiasm for the loan 
scheme initiated by government of India.'* To take advantage of the 
loan, a person should have a plot of land which under the present 
conditions would cost Rs. 5000/- and more." 


The Bombay Housing Board has evolved a new scheme to overcome 
some of the difficulties experienced by private builders..5 The Board 
will construct houses complete in all respects and will give it over to 
persons who want them. This will certainly avoid the difficulties of 
obtaining materials like, cement, steel and even suitable sites which are 
provided with roads, drainage water supply etc. But the rates quoted 
by the Government for the ‘A’ type consisting of 3 rooms is Rs. 12,000/- 
and that for ‘B’ type is Rs. 15,000/-, this appears to be a bit high com- 
pared to the cost of flats built by co-operative societies. Of course 
there is one difference. The scheme suggested by Government pro- 
vides a land area of 2,000/- sq. for every block. However, the 
big price of Government flats is beyond the means of most persons, with 
low incomes. They are chiefly concerned with securing a reasonably 
comfortable accommodation at the minimum cost and are not easily 
attracted by the convenience of an additional piece of land to themselves, 
if that convenience is going to cost him a big amount. On the other 
hand, if he were to invest the same amount in another flat he would get 
a good rent which will be a source of income. He would prefer two flats, 
than one with the facilities of land. Secondly the Government scheme 
involves an outright payment of Rs. 4,000/- or Rs. 7,000, which, is the 
excess cost over the maximum loan of Rs. 8,000/-. This is beyond 
the capacity of many persons, within the low income group. Unless 
Government device a method by which the whole price could be paid in 
instalments, it would not be possible to attract many people into the 
scheme. Therefore it seems necessary that Government should in- 
crease the loan amount to cover the cost of land also if the scheme is 
to be really beneficial. It may also be worthwhile, if the Government 
could permit loans from the provident fund of employees in Government 
and Semi-Government bodies to supplement the maximum of Rs. 8,000/- 
given under the Government Scheme. 


18 * Cooperative Housing Movement—N. Hariharan, Times of India, dated 
26-1-57-p. 15. 

14 In Bombay within a radius of 10 miles of the city, the land value is more 
than Rs. 20 per sq. yd. A plot of 60 yds. x 40 yds. will cost nearly Rs. 5,000. 

18 Ref. The leaflet ** The Bombay Housing Board can help you to own your 
own house ”—issued by Housing Commissioner. 
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The present system of financial assistance and the machinery which 
administers it need re-adjustment. A person seeking loan has to ap- 
proach many authorities and the procedure is extremely complicated 
and involves considerable delay. This is likely wherever the purely 
departmental routine is applied. It will be a great improvement if the 
responsibility for scrutinising the applications and granting loans are 
vested in an autonomous body like the Bombay Housing Finance Society 
which need not stick to the procedural conventions. Care has to be 
exercised to see that loans are not given to unscrupulous persons. It 
is argued that the delay in granting loans arises from the need for a 
thoroughscrutiny of the applications. We must concede that care is 
necessary ; but it may be possible to introduce some sort of insurance 
method which will guarantee repayment in case there are defaulters. 
This sort of mutual guarantee scheme based on insurance principles 
can be built up into the frame work of the housing loans if the body 
responsible for granting such loans, is autonomous. This can reduce 
the delay and improve the efficiency of the administrative machinery. 


Rent Structure 


The rent structure is an important consideration in determining 
the nature of housing as a social service. The economic rent is calculat- 
ed by taking into account the interest on the loan, appropriations to- 
wards sinking fund, repairs, municipal taxes, immovable property tax, 
estate charges and other costs of establishment. Economic rents are 
charged to all houses built for the low income groups. On the other 
hand, in England, Government gives liberal subsidies to housing. For 
an urban house rented at sh. 10 a week, Government gives an annual 
subsidy of £ 22 for 60 years. Of this 3/4 is met out of general taxes and 
1/4 from local rates. For a rural cottage rented at 7 sh. 6d., the sub- 
sidy is £28 10 sh.%® Similarly, in U.S.A. the rents for houses built 
according to the National Housing Act of 1949, were 20-70% lower than 
those comparable to private housing.!?_ In India, subsidy is given only 
to houses for industrial workers and the magnitude of subsidy is equal 
to the saving on interest charges because of the free central Govern- 
ment loans. This is not considerable. The following table shows the 
amount of subsidy in the case of houses built by the Bombay Housing 
Board. 


18 Social Services—Hardy and Margaret Wickar—P. 144. 
17° Public Finance and Fiscal Policy—R. W. Lindholm, p. 155. 
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Class of Accommodation Economic Rent Subsidised Rent 


Rs. Rs, 


Dormitory ... 13 10 


1-Room tenement 15 


2-Room tenement 34-56 31-51 


8-Room tenements 61-73 49-67 


In the case of blocks of 2 and 3 rooms, rents vary according to the 
locality and quality of construction. It is clear that the amount of 
subsidy except in the case of 1-room tenements, is not substantial enough 
and too low as compared to what is given in England or U.S.A. 


There is ample evidence to believe that the rents charged by 
Government Housing Board in Bombay are fairly high compared to 
quality of construction. This is due to (a) Establishment expenses and 
salaries of Supervisory staff, (6) High interest rates charged on the 
loans to the Housing Board, Interest rates whatever their significance 
in other enterprises, is extremely important in housing. A lowering 
of interest from 5% to 3% will reduce the annual charges from 250 to 
150 rupees on a house costing Rs. 5,000/-. According to G. D. H. Cole, 
the maximum rate for the post-war England was to be 3%. “ It is 
therefore of the first importance to ensure that the capital applied to 
house building, shall be made available at the lowest possible rate 
of interest.”'® In fact the building boom of 1930’s in England was 
stimulated by a sharp fall in interest rates, It is therefore necessary 
that the State possessing the advantage of cheap credit should provide 
loans at very low rates of interest. Loans should be advanced for 
long periods. In the Western countries, and India should emulate 
their example, housing loans are given for 60 to 90 years. The rate of 
depreciation works out to be lower and so the annual contribution made 
to the Sinking Fund is also less and rent rates can be kept within reason- 
able limit. The success of British Housing Policy was due chiefly to this 
peculiar financial method.!* 


In this connection it is interesting to recall the principles of charging 
rent and the formula for calculation laid down by the Housing Panel 


18 Building and Rlanning, G. D. H. Cole. 1945—Pp. 228-9. 
19 Sykes : British Public Expenditure, p. 37. 
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appointed by the Government of Bombay in June 1945.2° Calculated 
on that basis, the monthly rent for a house costing Rs. 6,000/- will be 
Rs. 27-91., which is quite reasonable. And compared to this, the pre- 
sent rates charged by the Bombay Housing Board for the tenements are 
high enough. And if the rents are to be brought down, then the rates 
of interest should be lowered from 5}% to 3% and the contribution to 
the Sinking Fund should be calculated not for 40 years but for longer 
periods of 60 or 80 years. 


There is another problem affecting rent structure. The taxes 
imposed by the municipalities and local bodies are far out of proportion 
with the benefits provided and in certain cases, they tend to be excessive. 
The example given by Shri J. C. Ryan in the paper submitted to the 
U.N. Seminar®! about the Madras Corporaticn is certainly illustrative 
of the burden of local taxes which is a deterrent to housing. ‘“ The 
Corporation of Madras has not contributed a single rupee towards these 
amenities—as soon as the houses were completed and occupied, the 
Corporation demanded property taxes amounting to Rs. 125,000 
per annum.” In Bombay the Corporation taxes amount to 1/6 of the 
gross annual rent and to impose taxes at this rate on houses built in the 
suburbs where few amenities exist, is certainly unreasonable. 1 think it 
is necessary to give tax concessions in certain special cases. (a) The 
Municipal authorities should reduce the taxes in respect of new houses 
for a sufficiently long period. (b) Any further addition should be made 
only after definite improvements like roads, drainage, water supply, 
street lights and other amenities have been provided so that a house 
owner should not be made to feel that he is unjustly burdened. (c) It is 
also a wise policy to impose differential rates of taxation on houses 
built in the developed parts of the city as compared to the less developed 
parts. Such discrimination will discourage excess concentration in the 
developed parts and encourage new houses to be built in the suburbs. 


Recently a representation was made by Co-operative Societies in 
Bombay to the Minister for Local Self-Government and in reply he had 
assured that the tax rates will be lowered. It is true, that the Municipal 


20 The Greater Bombay Scheme—Report of the Housing Panel. (1946) pp. 78-79. 


Rate of interest —2 to 2} at the maxs. 
Sinking Fund —.61% of capital cost at 3% 
interest redeamable over a period of 60 years. 
Insurance —.25% on 9/10 of original costs. 
Repairs —8% of the gross annual rent. 
Municipal taxes —16.6%, of the gross annual rent. 


Urban Immovable Property Tax. —6% of the gross annual rent. 
Collection charges and Welfare 

services—7 .5% of the gross annual rent. 

2 Housing Building and Planning No. 9, U.N. (1955) p. 77-78. 
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Corporation might loose a share of its revenue from any such reduction. 
However if that could encourage house building and solve the problem of 
housing shortage to a certain extent, the sacrifice of the revenue should 
be justified from the point of the welfare of the community. 


Alternative Scheme 


The slow progress of housing and the difficulties experienced in its 
working suggest some hard thinking on the part of policy makers and 
administrators. It is very obvious that the response to the various 
schemes especially housing for low income groups has been poor. Even a 
large part of the sum set apart for this purpose has been not utilised. 
The lack of suitale sites, the scarcity of materials, high cost of construc- 
tion, excessive taxes, all have been responsible for the lack of enthusiasm. 
Besides there were serious practical difficulties as well. For example, 
a person taking a loan cannot undertake construction on his own behalf 
and so will have to entrust construction to private contractors and 
these building contractors exploit him by charging excessive rates or 
supplying a low grade structure. 


Taking the overall cost and other charges, it is no more profitable 
for him to own a house except in extreme necessity. There is a method 
of avoiding this sort of exploitation and that is to entrust co-operatives 
which undertake building construction as in Madras. Similarly, many 
persons do not have extra resources to supplement what he gets from 
Government. In this context it seems that if Government were to 
liberalise the conditions and terms of the loan in certain respects far 
better results would be obtained. Firstly, loans may be given not only 
to a person within the specific income bracket, but to any construction 
company or agency willing to invest in houses. Of course, the usual 
guarantees should accompany. Secondly, it must be a pre-condition 
that the houses will be allocated to persons with less than Rs. 6,000/- 
income according to the direction of the Government. Thirdly, the 
maximum rents chargeable also must be laid down. It appears 
that liberalisation on the above lines will have certain distinctive 
advantages. Firstly, those agencies desirous of investing in houses, will 
be prepared to put in some of their funds. At present we know that the 
low income groups had nothing to contribute out of their savings. 
Secondly, the cost of construction is likely to be lower because it is 
undertaken on a large scale by specialised agencies. The individual 
house builder will not be exploited. Lastly, the Government is achiev- 
ing its real purpose of providing houses at reasonable rents to low income 
groups. 
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Against the above scheme there can be only one objection, which 
is ideological rather than practical. Government in giving loans to 
low income groups probably wants to help those classes build houses 
and gain economic and social status. But experience has shown that 
few people could afford to achieve this, because they did not possess the 
minimum to entitle them for the loan. And if we analyse a little deeper, 
it will be clear that few really desire any such status or distinction. All 
that they want is a decent place to live, and there is little of the “ epidem- 
ic urge’ to own a house. A large number of persons employed in 
private business and Government service are likely to be transferred 
from one place to another. For these persons, ownership is not 
attractive. If the supply of houses at reasonable rents could be 
increased, from whichever source, it should be a great benefit to the 
persons with low incomes and hence welcome. 


Housing invests itself with a special significance in the present 
context of unemployment in this country. A large part of the un- 
employed both in the urban and rural areas are the manual workers. 
The Second Plan has been framed with the objective of solving un- 
employment at least partially. It is agreed that construction indus- 
tries are the surest means of creating employment opportunities. In 
the urban areas, assistance given to housing will not only relieve the 
congestion, clear the slums but also create employment. In this 
connection, it may be interesting to draw a comparison between village 
and small scale industries and housing with regard to their effects on 
employment. The purpose of Government subsidies to small scale 
industries is primarily to provide employment through increased demand. 
The effect on employment in this case is indirect. On the other hand, 
housing can provide employment directly. It may be worth investigat- 
ing the potentialities of Government subsidies on a selective basis to 
relieve unemployment in certain regions or localities. If liberal sub- 
sidies cannot be given, it should be possible at least to give interest free 
loans so that house building will be encouraged. ‘‘ Government assist- 
ance to housing which be directed towards the stimulation of private 
investment in cash and labour, provides a powerful tool for developing 
and guiding national housing policies.’’?* 


Conclusion 


The future development of housing as a social service depends 
upon a number of factors the most important of which is the role which 


22 Housing, Building and Planning No. 9: U.N. p. 69. 
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Government is ready to take towards that end. It is true that there 
are many things like research on design for the use of indigenous and 
less expensive materials standardisation in respect of building materials, 
equipment, etc., which can be done only by a centralised agency like 
the Government. But it is also necessary for the Government to make a 
proper allocation of building materials which are in great scarcity. 
The example of U.S.A. which, under the Federal Mortgage guarantee 
programme allocated materials and skilled labour to housing, is com- 
mendable. G. D. H. Cole in making an estimate of the post-war hous- 
ing requirements in Great Britain had emphasised the need for co- 
ordinated plan of allocation of labour in conformity with other construc- 
tions. His emphasis was appropriate in the context of the full employ- 
ment policy. In our country the scarce factors are materials and finance. 
It will be necessary to allocate them according to some overall pattern of 
development. It may be worth making the following distinction in the 
allocation of materials and finance. There are certain categories of 
potential builders who are prepared to invest their own funds if they 
get cement and steel at reasonable rates. If the Government were to 
pick up such persons and allocate them materials, it may minimise 
financial responsibilities. Then there are others whose main difficulty 
is finance and not materials and such persons may be assisted with loans 
only. 


The total requirements of housing in the urban areas was estimated 
at 2-5 millions. The total cost of providing 2-5 millions at an average 
of 5,000 rupees per unit will be Rs. 1,250 crores. And if we take the 
standard rate worked by the architects of the Housing Ministry for a 
dwelling place with 700 sq. ft., of 5,600 rupees, then the total will be 
Rs. 1,400, crores which the community cannot afford to set apart. The 
resources whether of Government or of individuals are too limited to 
shoulder such a heavy responsibility. Therefore, it becomes necessary 
for the Government in its own sphere to lay down a broad scheme for 
housing development and execute them in stages according to some order 
of priorities. In deciding on the future of pattern of development the 
U.N. Seminar has given a definite pointer to Governments in Asia and 
Far East. Though out of urgency, a Government might have to 
emphasise on schemes for industrial workers or displaced persons, it 
would be harmful to segregate the community in that manner and 
develop them exclusively. Housing programmes should cover all sec- 
tions of the community and closely integrated.** Unfortunately, most 
of the measures taken so far in our country, were conceived from the 


*3 ~Report of the Seminar Working Party—Housing, Building and Planning, 
No. 9, U.N., 1955., p. 66. 
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purely short term objective of relieving congestion a little here and there 
and the policy of the Government lacked this wider perspective. It is 
even difficult to say whether housing at present is undertaken with a 
view to developing it ultimately into a full fledged social service ; 
but it will be necessary to do so for the evolution of the welfare state. 


Bombay V. T. Matnews 
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PUBLIC SECTOR AND PRIVATE SECTOR 
The Rationale 


Tue Industrial Policy Resolution of the Government is a practical 
document. It takes the industrial map of India as it is and divides 
it into three zones—the zone to be occupied by the State exclusively, 
the zone which will fall progressively under the management of the 
State and the rest of the area which is residually left to the private 
sector. Some indication of the general principles which inspire these 
lines of demarcation is not altogether absent. But it is meant to be 
illustrative rather than all-embracing and is, therefore, such as would be 
acceptable to all parties. The Resolution cites basic or strategic 
industries and public utilities as the proper province of the State. 
There could be little difference of opinion about strategic industries 
and public utilities. The definition of basic industries might cause 
some difficulties. But the general proposition that when many indus- 
tries depend on a particular industry like iron and steel or coal, fair 
competition itself makes it necessary that the common industry should 
not fall under the influence or authority of particular private interests 
is not likely to raise dissent. Another reason given by the Resolution 
for allocation to the government zone is large capital investment which 
is beyond the capacity of private enterprise. The significance of this 
principle was great enough even under the pre-plan circumstances of 
India. But its significance must grow by leaps and bounds as the 
socialistic pattern of income-distribution makes headway and the 
responsibility for assuring the needed volume of savings has to be 
shouldered in larger and larger measure by the State. 


The residuary area left for the private sector is nothing if not vast. 
And the ever-active spirit of innovation must continuously widen that 
area. If the spirit of innovation itself disappears, private enterprise 
will certainly cease to deserve that name. But some recent events 
seem to have caused great fears in the private sector about its future. 
The nationalisation of the Imperial Bank and shortly thereafter, 
Insurance, was received as aggressive encroachment on the private 
sector and as the proverbial writing on the wall. Whether this is 
merely a passing psychological perturbation or preliminary to a creep- 
ing paralysis and unadaptability in the private sector, it is yet too 
early to say. 


This experience demonstrates clearly that the demarcation between 
public and private sector indicated in the Industrial Policy resolution 
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is not sufficient to give the private sector the assurance it desires. 
It is probable that in desiring such assurance, the private sector is 
largely influenced by certain ideas of the proper economic province of 
government and private enterprise which have prevailed in the past 
and still pass muster even in the changed circumstances of mid-20th 
century. Indeed as indicated above, the Indian government itself 
seems to be influenced by these ideas in its effort in the Reso- 
lution to seek a line of demarcation. But like all governments, the 
Indian government cannot limit itself to any purely verbal formulae. 
Its practical decisions have been influenced by empirical facts which 
cannot all be foreseen and given their place in declarations of policy. 
The problems presented by insurance and banking funds were essen- 
tially facts of this kind. When the decisions were announced, the 
private sector found it hard to reconcile them with the resolution in 
which it read only its pre-conceived notions. The Government on the 
other hand felt compelled to these decisions by a number of considera- 
tions which hardly added to a pattern of acknowledged principles. 


The fears of the private sector and the inability of the government 
to frame more definite assurances both originate in the same cause 
—the failure to grasp the realities of the new economic environment. 
Both accept planning more or less whole-heartedly but neither pauses 
to uncover the pre-conceptions from which planning must ensure or 
consequences to which planning must lead. This is hardly surprising. 
The postulates and practical implications of planning are the proper 
province of economic thinkers and it must be acknowledged that under 
pressure of realities of life economic thought lags far behind policy 
decisions. This makes it not less but all the more peremptory that the 
contemporary economic environment should be properly appraised 
and set in proper perspective. Otherwise, there is alsways the danger 
that both the government and the private sector wil! seek old lines of 
demarcation in an entirely new economic set-up with the inevitable 
conflicts and cross purposes. 


The private sector and advocates of free enterprise generally when 
they care to rise above mere market-place arguments base their claims 
primarily on economic beliefs as they were formulated during the 19th 
century. The founders of economics and those who succeeded them 
undoubtedly believed in private enterprise as inherent in human psycho- 
logy. To them, its beneficence and progressiveness lay in prevalence 
of free entry, constant invention and innovation and the displacement 
of the less efficient by the more efficient. They were well aware that 
the rule of competition was sometimes marred by emergence of mono- 
polies, oligopolies and cartels. But to them, the occurrence of such 
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evils was exceptional and they certainly looked on their control and 
regulation as the proper province and duty of the State. The reasons 
which made them believe monopolies and other restrictive practices 
as exceptional formed indeed the whole foundation of their exposition 
of economics. Any suggestion that these reasons might lose their 
force or validity on account of scientific and economic progress could 
have only excited their utmost scepticism. They would certainly 
not have entertained even a remote suggestion that the ultimate 
destiny of competition itself is to end in monopolies and its variants. 
It is a matter of some significance, therefore that the reasons which 
made economists believe monopoly, oligopoly and cartel to be the 
exception should be re-examined and reassessed in the light of present- 
day economic realities. The kernel of their belief is to be found in the 
doctrine of internal economies as stated by Marshall. Large scale 
production brings its own economies. As the size of the business unit 
expands, the average costs fall. But these costs do not fall indefinitely. 
If all factors were elastic in supply, falling costs or perhaps constant 
costs could extend indefinitely for all practical purposes. But there 
are always some significant factors the supplies of which become scarcer 
and scarcer and, therefore, more expensive. At some point therefore, 
the curve of costs must turn upward and according to conditions of 
demand, intersect the dema..d-curve and thus limit the share of the 


market which a single firm or group of firms could appropriate to 
itself. This faith in the U-shaped cost curve or the physical limit to 
internal economies was the cause of the optimism of economists in 
the beneficence and progressiveness of private enterprise. 


The upturn of the U-shaped cost curve is regarded as the outcome 
of the sheer physical law that the inelasticity of one or more significant 
factors of production must reduce the productivity, of other factors 
howsoever elastic in supply. The sheer human incapacity to attend 
to even major details of business when it expands beyond a certain 
point is cited as one such factor. This is true to an extent when a 
business is in the hands of a single individual or family. Even in such 
circumstances, the scope for delegation of authority and divestment of 
purely technical functions is certainly not small. The circumstances 
have changed radically with the rise of the joint-stock company form 
of management. The management of business is now distributed into 
so many specialised functions that no single individual need carry any 
disproportionate burden on himself. The same form of management 
has abolished the limit which old age and death set to human ambitions. 
While individual executive heads may decline in vigour or die, the 
board itself is immortal and need suffer no decline in effectiveness. 
Marshall’s simile of old and young trees was true of the earlier phases 
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of industry when it was centred on the exceptional individual or family. 
The limit to availability of finance has receded for the same reason till 
today, there is almost no limit to the resources of a company which 
maintains a good dividend record. If the expansion of a plant 
has its physical or local limits, there are no difficulties in duplicating 
or multiplying plants in as many places as necessary. Air transport, 
etc. assure equal attention to all plants however widely dispersed. 
When plants are widely dispersed, the expenses of purchasing 
or selling organizations need not amount and as a matter of fact, 
have rarely presented much difficulty. In short, with the scientific 
and organisational developments of our times, the whole doctrine of 
internal economies and large scale production with their U-shaped 
cost curve is in a state of disintegration and badly needs to be revised. 
The alleged limits to economies of large scale production could work 
as a general force against growth in the size of individual firms and, 
therefore, the rise of monopolies. At the same time, it was stated that 
some industries are more liable to fall under the sway of monopolies 
than others. The general condition which favours monopoly is given 
as a coincidence of low elasticity of demand with inelasticity of supply. 
When demand is inelastic, competition is a danger to all producers in the 
industry. An effort to capture a large share or the market on the part 
of any section of the industry could only cause a drastic fall in prices 
and inflict losses on all. There is, therefore, always a pressure 
to come to some open or tacit agreement on the matter of output or 
price. Fortunately, for mankind, the condition of low elasticity of 
demand is not very common. What makes demand inelastic as a rule 
is absence of substitutes and there are few products which have no near 
or distant substitutes. High elasticity of supply probably holds true 
of most commodities. If supply is inelastic, it could only be because 
nature limits the supply of a particular raw material or because expan- 
tion of production takes time. There are very few raw materials indeed 
about which nature could be said to be as niggardly as is presumed in 
the argument. So far as the difficulty of time is concerned, temporary 
shortages are hardly an incentive to monopolies. Monopolies come 
into existence only to meet long-term problems and difficulties. High 
elasticity of supply is, however, no embarassment to producers since 
the other condition of low elasticity of demand is rarely fulfilled. On 
the whole, therefore, this argument furnishes little ground to fear rise 
of monopolies in most industries. 


It is important that we should be clear about the character of the 
part which the two forces indicated above bear in the creation of mono- 
polies. The coincidence of particular kinds of demand and supply 
could merely decide the ease or speed with which monopoly can be 
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established in any field. The prime cause of monopoly is of course 
the continuously falling or stable cost curve. Whether the coincidence 
plays a large or small part in the emergence of monopolistic 
conditions is only partly a matter of speculation, but very largely 
of fact. It would, perhaps, be helpful to recall here a leading experience 
on this head. The United States have been undoubtedly the paradise 
of the most spectacular monopolies and oligopolies. Just before the 
outbreak of World War II the industrial picture was distinguished by 
the following features. The whole output of aluminium was con- 
centrated in a single producer. If in post-war years, the industry has 
approximated more to oligopoly than monopoly, this is because many 
government plants which were erected during the war were subsequently 
made over to private ownership. Nickel-smelting was another pre-war 
industry centred in the hands of a single producer. In the manufacture 
of each of the following products, viz. grain-binders, linoleum, plate 
glass and sulphur, two producers accounted for more than 90 per cent 
of the output of the U.S.A. More than 75 to 90 per cent of the output 
of boric acid, plaster, soap, window-glass, cans, copper and tractors 
was concentrated in the hands of three or four producers. 


This pattern of industry has not changed much in post-war years. 
Among the industries in which four biggest producers contribute 60 to 
90 per cent of the output, the most notable are copper, soap, tyres, 
cigarettes and blast furnaces. There are other industries like gasoline, 
newsprint, rayon, motor vehicles, steel—works and rolling mills in which 
the output of the four biggest concerns ranges from 20 per cent and more 
(newsprint) to 55 per cent and more (motor vehicles). 


Most of the products cited above like aluminium, linoleum, plate 
glass, boric acid, plaster, soap, window glass, cans, cigarettes, iron 
and steel, newsprint, rayon, motor vehicles, etc, are perfectly elastic 
in supply. The demand for them is also elastic as few of them are 
without quite a number of possible substitutes. The story of aluminium 
is certainly not exceptional. For many years, it had to battle its way 
against steel, glass, copper, etc. in the domestic utensils market. Steel 
and other metals were powerful competitors in the transport industry, 
particularly in the manufacture of motor vehicles. In the house- 
building industry, it encountered rivals like galvanised sheets and other 
roofing materials. In power-transmission lines, it is only recently 
that it has entrenched itself against copper. It is clear from this short 
account that although particular demand and supply conditions make 
industries more or less vulnerable to monopoly, such co-incidence by 
itself is only a minor factor in its growth. 
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With such strong trends to monopoly, oligopoly or cartels in 
modern industry, it is not surprising if the State revises its attitude 
about its proper province in the economic life of the community. It 
has two alternatives before it. One would be to allow these monoplies, 
etc. to emerge into existence and then to deal with each as it arises. 
This is a proper and perhaps. inevitable way for a country like England 
or the U.S.A. which has behind it an industrial development of a 
century or two. The machinery of a monopoly commission to study 
the extent and character of monopoly growth and a technical and 
judicial commission to inquire into the actual effects of certain practices 
associated with monopoly is quite appropriate to such a situation. But 
in an underdeveloped country in particular, it is quite reasonable for 
the State to hold the view that prevention is better than cure and to 
enlarge its participation in industry as far as circumstances permit. 
Economic analysis could be then invoked to check governmental 
encroachments only by proving that government working of industry 
is markedly inefficient or that price under monopoly could be lower 
than competitive price or that monopoly is not the enemy of invention 
and innovation. 


Restriction or elimination of monopoly and allied practices is 
only a negative ground on which to base the case for expansion of the 
public sector. It is possible to carry the war into the enemy’s camp 
and to claim that particularly in underdeveloped countries the expan- 
sion of the public sector is a precondition of the growth and success 
of the private sector. Economic growth is synonymous with rise in 
productivity of human effort or in other words, the occurrence of in- 
creasing returns. With the traditional economists, increasing returns 
are the feature of particular industries or a particular group of industries, 
Such retirns were traced very largely to the advantages of localisation 
and were, therefore, indentifiable with specific changes at work in 
a particular economic area. These advantageous changes were 
christened ‘external economies’ in contrast to ‘ internal economies ’” 
which explained the growth and decline of particular firms. The distinc- 
tion between external and internal economies appealed very much to 
the economists because it met a vital logical difficulty of competitive 
analysis. It reconciled the dilemma of how prices of a product could 
fall for the industry as a whole and yet the individual firm could not 
escape its own law of growth which prevented it from appropriating 
the whole market to itself. Competition among a large number of 
firms, it was thus argued, is not incompatiable with falling prices over 
a long period of time. 
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A distinction which serves the purposes of logic need not hold 
true of realities of life—at least, not for all times. At the time and for 
the phase of industry for which it was formulated, there was probably 
much truth in the distinction. Individual industries tended to be 
much more localised then than now and causes of increasing returns 
were much more identifiable for each industry. The difficulty that 
external economies of one industry were not different from internal 
economies of other industries did not appear as a logical contradiction. 
The order of growth in these days was one industry after another industry 
or one small group of industries after another small group of industries. 
Even then, it was not quite appreciated that the fact that the external 
economies of one industry were derived from the internal economies of 
others set a limit to the continuance of increasing returns. According 
to the doctrine of internal economies, the other industries must also 
face the upturn of the U-shaped cost curve, sooner rather than later. 
When this happens, increasing returns must cease. According to our 
analysis above, the upturn in the cost curve is more likely to ensure 
from the appearance of monopoly or oligopoly in these other indus- 
tries than from the exhaustion of economies of large scale production 
as such. If this view is correct, increasing returns are the function 
of the growth of industry and trade generally and increasing returns 
in one industry cannot be contemplated apart from increasing returns 
elsewhere. 


The position is much more so in the middle of the 20th century. 
With the advent of complicated techniques and intricate products the 
growth of one industry depends on the growth of a dozen or score other 
industries and these in return depend for their efficiency on several other 
countless industries. For the underdeveloped countries in paticular, 
it is a question of a very large number of industries more or less at the 
same time or little industrialisation as such. Too much of the necessary 
investment is of the economic or overhead type as transport, power, 
technical laboratories, information and guidance institutions, etc. 
which in most countries has to be undertaken by the Government. 
Even when it is not of the overhead type, the prospects of profit are 
too distant or even uncertain to inspire private enterprise to take simul- 
taneous initiative on such an extended front. Everybody's business 
is certainly nobody’s business and competition certainly does not 
encourage enterprise which depends for its success on the enterprise 
of others. In the present-day circumstances, to move forward is to 
move together or not to move at all. If the fruits of increasing returns 
are to be reaped, this difficulty is apt to be most acutely felt in under- 
developed countries. 
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It may, therefore, be claimed that the public sector detracts 
nothing from the private sector. On the contrary, it- removes the 
bottlenecks of the private sector and by proper selection of economic 
overheads and basic and other similar industries, establishes conditions 
of increasing returns. The alternative to public investment of this 
kind would be high and comprehensive tariffs. Tariffs may or may not 
stimulate the desired all-round growth. They are certain to impose 
heavy burdens on the consumer and while they last, are destructive 
of much economic welfare. Public investment is a much more con- 
structive approach to the same end. The main conflict between 
public and private sectors is apt to arise when already established 
industries in the private sector have to be annexed to the other. But 
even here, a distinction must be made between industries and purely 
financial institutions like banks and insurance funds. Private control 
of financial institutions is quite likely to limit and restrict the construc- 
tive beneficence of competition and become the source of monopoly 
power and vested interests. In assuming responsibility for all finance, 
the public sector may well claim to restore freedom to private enterprise 
which is really enterprising. 


The discussion till now is concerned entirely with the analytical 
grounds on which the wider or the narrower ambit of the public sector 
could rest. This does not mean that there are no practical considera- 
tions peculiar to each economy which might reinforce or weaken the 
role of the public sector in economic growth. In certain economies, 
private enterprise is either absent or shows inadequate initiative. In 
certain societies, the social structure limits economic opportunities to 
very narrow sectors and exposes the general public to exploitation by a 
few. The concentration of eocnomic power whether in a few individuals 
or in the government has its grave political dangers. Practical deci- 
sions must in every case be influenced by considerations which extend 
far beyond more analytical conclusions. 


If the State creates and undertakes investment on a large scale in 
the public sector, it has significant implications for the private sector 
which must be carefully weighed and appreciated. Large scale invest- 
ment in the public sector means limited resources for the private sector 
and some consequent priorities for that sector also. It also involves in 
the private sector a balancing of the advantages of competition against 
the possibilities of competitive waste. Prevention of competitive waste 
can be achieved only by control of entry, allocation of capacity and co- 
ordination of production of different units in those branches in which 
investment is heavy and occurrence of excess capacity very common. 
Those who accept the principles of planned investment and the creation 
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of a public sector must appreciate the fact it is incompatible with an 
altogether free and unplanned private sector. The plea for such free- 
dom comes with particular ill-grace from those who simultaneously 
clamour for tariffs and import controls. 


Our general conclusion, therefore, is that on purely analytical 
ground no hard and fast limits can be set to the public sector. The 
public sector has a great and vital part to play in creating conditions 
favourable to the success of the private sector. The actual allocation 
between the two cannot be made on any a priori principle except that 
the government and the public sector must exert themselves to prevent 
or remove all obstacles and bottlenecks to increasing returns. Such 
obstacles and bottlenecks, are one of the major, if not the major difficulty 
of underdeveloped countries. 


Bombay S. K. Murangan 
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THE SUPPLY CURVE OF A BUYER-SELLER 


In an application of the tools developed by him in Value and 
Capital, Hicks examines the special case of a person whose income is 
not fixed in terms of money, but is dependent upon the price of the 
commodity he consumes. Such a situation would exist when the 
person comes to the market not merely as a buyer but also as a seller 
of the commodity concerned. Hicks draws certain conclusions from 
general considerations relating to the income and substitution effects 
in the given case, without attempting a diagrammatic presentation of 
the result. 


In this paper, in Section I, a diagrammatic presentation of the 
Hicksian analysis is first attempted. It is found that this leads to 
a clarification of some of the points involved in the analysis even as it 
stands. More important, however, is the light it throws on certain 
aspects of the problem overlooked by Hicks in his analysis. The 
problem is found to be somewhat more complex than suggested by 
Hicks. In Section II, this more complex problem is analysed and 
a new concept developed. The conclusions of Hicks with regard to the 
conditions under which the supply curve of the buyer-seller is likely to 
be backward turning are consequently modified. 


I 


Let us assume that a person has a fixed stock of acommodity X from 
the sale of which he derives his income, but of which he is prepared to 
hold back a portion for his own consumption. It may be assumed that 
the person first disposes of his entire stock for money at the prevalent 
price and then buys a certain quantity of it at that price for his own 
consumption. The remainder is then what he supplies in the market 
at that price. If the price of X falls, the money income of the buyer- 
seller is reduced thereby and hence he may demand less of the commodity 
for himself even at the lower price. In other words, he may supply 
more at a lower price, instead of less. 


This proposition is illustrated in Diagram 1. OL is the fixed 
quantity of the commodity X which is brought on the market. At the 
given price of X, the money income the person will obtain if he sells 
his entire stock of X will be OM. ML is then the price line and assuming 
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that he first transforms his entire stock into money income and then 
purchases X, he will buy a quantity of X represented by the point P at 


DIAGRAM 1. 


P to Q = Change in Consumption 


which ML is tangent to an indifference curve. Let us suppose now 
that the price of X falls so that the ratio of prices could now be indi- 
cated by the slope of the price line ML!. Since the money income of the 
person is not, however, fixed at OM in this case, ML' cannot be used to 
represent the new price line. Since the person comes on the market. 
with a fixed quantity of the commodity OL, the price line will have to 
be drawn through L but with the same slope as ML’. The money 
income of the person will, therefore, be OM! and the final price line M'L. 
The point of tangency of this price line with an indifference curve 
is Q. The consumption of the person, therefore, changes from P to 
Q as a result of a fall in the price of X. 


An attempt may now be made to divide the movement from P to Q 
into the income effect and the substitution effect. In Diagram 2, 
this is done, taking the income effect first. To make possible the 
separation of the two effects, M*L? is drawn parallel to ML (represent- 
ing the original ratio of prices), such that it is tangential to the final 
indifference curve that is in fact reached, i.e. the one on which Q lies. 
The point of tangency between M?L? and this indifference curve is Q'. 
The income effect is then the movement from P to Q', and the substi- 
tution effect is the movement from Q' to Q. The substitution effect, 
as can be seen from the diagram tends to increase the consumption of 
Xas usual. The income effect, however, tends to reduce it. 
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DraGraM 2. 
P to Q' = Income Effect 
Q' to Q = Substitution Effect 
“. P toQ = Change in Consumption 


The diagram as drawn is for a normal commodity. Yet, the 
income effect tends to reduce the consumption of that commodity. 
This is so, not because the income effect is negative, but rather because 
though the income effect is positive, the person has to reckon with 
a fall in income. It follows from the above that if the income effect 
is negative (because X is an inferior good to the person concerned), the 
fact that the income has fallen will mean that the income effect will 
tend to bring about an increase in the consumption of X. 


The diagrammatic representation of this proposition thus brings 
out clearly why the usual rule, that the income effect will cause an 
increase in the consumption of a commodity in normal cases but a 
decrease in the case of inferior goods, is reversed when the buyer is also 
a seller. The explanation for this “ significant difference between the 
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position of the buyer and that of the seller” does not lie in any peculiar- 
ity of the income effect in this situation, but in the direction of income 
change consequent on a fall in the price of X, when the person derives 
his income from the sale of X. 


As has been shown above, the substitution effect tends invariably 
to increase the consumption of X when its price falls. If the commodity 
is inferior, the income effect will also tend to increase the consumption 
of X. Therefore, a fall in the price of a commodity must necessarily 
increase its consumption in the case of a buyer-seller, if the commodity 
is inferior. This implies that the quantity supplied on the market 
falls when the price falls, thus obeying the Law of Supply. : 


If, however, the commodity is normal, the income effect will tend 
to reduce its consumption as shown above when the price falls. The 
income and substitution effects will thus go in opposite directions for 
the normal commodity. What will be the net effect? In other words, 
which of the two effects will be stronger? If the income effect is 
stronger, the net effect will be to reduce the consumption of the com- 
modity when its price falls. The quantity supplied on the market will 
thus increase when the price falls, giving a backward sloping supply 
curve. Will the income effect be so strong? Hicks argues that 
“ sellers’ income effects can much more rarely be neglected. Sellers 
usually derive large parts of their incomes from some particular thing 
which they sell.” The simplest case would be that of the seller who 
derives his entire income from the sale of that commodity ; this is the 
case that has been illustrated. In this case, at least, “‘we shall expect 
to find many cases in which the income effect is just as powerful as the 
substitution effect, or is dominant.’’ That is why a backward turning 
supply curve may not be as rare as an exception to the Law of Demand. 


II 


The analysis so far has been primarily on the lines of Hicks, the 
attempt being to give a diagrammatic presentation of the Hicksian 
analysis and to make its implications explicit. A study of Diagram 2 
brings out, however, a weakness in the Hicksian analysis, which is 
also apparent on logical considerations. When the price of X falls, 
the money income of the buyer-seller falls. The effect on the seller 
as such can be represented on the diagram as a fall in money income 
at the old price. In other words, as far as the seller is concerned, the 
effect of the price fall is merely to reduce the money income of the 
person from OM to OM. A price line, M'L® drawn from M! with a 
slope equal to the slope of the original price line ML shows this position. 
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(Diagram 3). This price line is tangential to an indifference curve at 
point R. The movement from P to R represents the sellers’ income 
effect as distinguished from the buyers’ income effect. 


M 


DIAGRAM 3, 


P to R Seller’s Income Effect 

R to Q! Buyer’s Income Effect 
. P to Q! Net Income Effect 

Q' to Q Substitution Effect 
“.P to Q Change in Consumption 


The movement from R to Q can now be thought of in the usual 
way as the change in consumption of a person with a fixed income OM! 
who is faced with a price fall from a price represented by the slope of the 
price line M'L’ (or ML) to a price represented by the slope of the price 
line M'L in Diagram 8. This movement can be broken up into the usual 
income effect, RQ! and the usual substitution effect Q'Q. The income 
effect RQ! represents the increase in real income caused by a fall in the 
price of X, when the money income is assumed fixed at OM!. If the 
commodity is normal, this will increase the consumption of X, thus 
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offsetting a part of the reduction in consumption caused by the sellers’ 
income effect. It is this net income effect reducing the consumption of X 
which must be balanced against the positive substitution effect to 
determine the final effect on the consumption of X. 


The sellers’ income effect will be large if the person derives his 
entire income or a large proportion of it from the sale of that commodity. 
The offsetting buyers’ income effect will be large if the commodity is 
important in the person’s consumption, but it will be small if it is 
unimportant in his consumption. Only in the latter case, will the net 
effect be large so that there is a prospect of it being able to dominate 
over the positive substitution effect and bring about a fall in the 
consumption of the commodity when its price falls. 


The conclusions reached with regard to inferior goods will not be 
affected in any way, because the net income effect must necessarily 
operate to increase the consumption of X, which only reinforces the 
substitution effect. The consumption of inferior goods by a buyer- 
seller must necessarily increase with a fall in its price, sothat the amount 
supplied on the market must necessarily fall. 


What emerges from this discussion is that the actual movement 
from P to Q (Diagram 8) can be represented as the combined result of 
three effects : the sellers’ income effect, the buyers’ income effect and 
the substitution effect. There are thus two income effects in the case 
of a buyer-seller, as one should expect, and these operate in opposite 
directions. 


The above study of these two income effects and the relation of the 
net income effect to the substitution effect shows that the supply 
curve of the buyer-seller is likely to be backward turning only if the 
following conditions are satisfied : 


(a) The commodity is normal ; 


(6) The seller derives a large proportion or all of his income from 
its sale; and 


(ec) The commodity is relatively unimportant in his own consum- 
tion. 


It is the addition of the third condition which results from the 
above analysis. 


Bombay 
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ON BASIC POSTULATES FOR FOODGRAINS PRICE 
POLICY 


In a predominantly agricultural economy undergoing transformation 
under the impact of industrialisation, the maintenance of commodity 
prices assumes special importance. The process of industrialisation 
tends to affect the economy in two ways. In the first place, it creates 
partial imbalance in the various sectors of the economy through invest- 
ment activities in the initial stages and, secondly, it develops shortage 
of essential consumer goods and of requisite basic materials. This 
evidently affects the process of economic development. This urgently 
points to the need to envisage a specific and definite price policy to cope 
with the developing pressures caused by the shortage and rising prices 
of consumer goods. An attempt has accordingly been made in this 
note to set forth the broad framework of the specific and definite price 


policy. 


Problem of Surpluses 

As a result of the various developmental measures, the food and 
agricultural production has recorded an overall improvement during the 
First Plan period, the total cereal production showing an increase by 
24-8 per cent from 42-88 millions tons to 53-34 millions tons at the end 
of 1955-56. During the period, 1951 to 1956, the production of wheat 
registered an increase of 37-1 per cent, jowar 16-0 per cent, bajra 47-8 
per cent, maize 23-0 per cent, ragi 41-0 per cent, small millets 11-7 per 
cent, barley 16-7 per cent, and pulses (including gram, tur, and other 
pulses) showed a rise by 24-1 per cent. Although an impressive in- 
crease in the levels of production has thus occurred, the rate of growth in 
production of individual crops varied from year to year, and compared 
to the base year 1949-50, shows a continuous decline, particularly, after 
1954. While the production of rice, jowar, bajra, maize and ragi sur- 
passed the 1949-50 levels of production after 1952, the surplus production 
over the 1949-50 level, nevertheless, remained continuous only for a 
brief spell during 1952-53 and 1953-54 in respect of most of these crops. 
As Table | amply shows, the year 1954-55 proved a turning point in 
respect of the surpluses available, and the year 1955-56 registered a 
definite decline for almost all the cereal crops. The overall surplus of 
total cereal grains which stood at 3-2 million tons in 1952-53, increased 
to 12-25 million tons in 1953-54 but declined to 7-33 million tons by 
1955-56, thus marking a net decline of 4-92 million tons during that 
year. 


FOODGRAINS PRICE POLICY 


TABLE 1 
Rate of Growth of Production compared to 1949-50 Level 
(7000 tons) 


Total 
Rice Wheat Jowar Bajra Maize Ragi Small Barley Total  food- 
millets cereals grains 


1950-51 —2919 + 70 — 369 — 236 —812 —113 —520 +125 — 4274 — 4026 
1951-52 —2206 — 205 + 204 — 481 + 29 —229 —857 +115 — 3130 — 2873 
1952-53 — 633 +1092 +1466 + 352 +811 —204 —3847 +667 + 3204 + 4218 
1953-54 +4599 + 1600 +2177 +1685 +977 +326 +196 +690 + 12250 + 14670 
1954-55 +1361 +2488 +3316 + 361 +925 +126 +214 +655 + 9716 + 12556 
1955-56 +3676 +2058 +1163 + 610 +505 +300 —189 +506 + 7331 + 9486 


(Source : Based on statistical data contained in special table E of monthly Abstract 
of Statistics, April 1957). 


Extent of relative deficiency in Food Supplies 


In assessing the extent of relativedeficiency of foodgrains exper- 
ienced in the country from year to year account needs to be taken of : 
(a) the available surpluses in the markets and (6) the imports of food- 
grains on Government account. The Table 2 summarises the relative 
deficiency in surpluses available in the economy compared to the base 
year 1949-50. 


TABLE 2 


Total Cereal Production and Imports 


('000 tons) 
1950-51 1951-52 1952-53 1953-54 1954-55 1955-56 


Total Production of Cereals 
Total Imports* = en 2,125 4,725 8,864 2,003 808 700 


41,744 42,888 49,222 58,268 55,7384 53,349 


Total Supply Available ... 43,869 47,613 53,086 60,271 56,542 54,049 


Cumulative Increase (+) or 
decrease (—) in aggregate 
surplus... —5,855 +8,744 +5,473 +7,185 —4,729 —2,493 


* Imports relate to Calendar year. 


As the table shows, the surplus foodgrains available in the country 
declined progressively from 7 -1 million tons to 4-7 million tons from 
1953-54 to 1954-55 and in fact was far below the level of food supplies of 
1949-50 by 2-49 million tons. This progressive decline in the avail- 
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ability of food supplies was caused, in the first instance, by the falling 
trend in production of both major and minor cereals (with the exception 
of wheat) since 1954-55 and secondly, by the reduction in imports since 
1953-54 owing to the appearance of surplus in the makets. 


Significance of Surplus in relation to Consumption 


Fiuctuation in supplies of foodgrains inevitably result in condition- 
ing consumption of those foodgrains from year to year. The condition- 
ing influence of food supplies on consumption, then becomes an import- 
ant element in the basic consideration of the problem of foodgrain 
prices. The consumption levels in the country are being largely in- 
fluenced by the growth in population and improvement in per capita 
income caused by increased investment activities and fillip received to 
secondary and tertiary industries. The rising consumption trend of 
foodgrains—both major and minor—is highly significant to the economy, 
since it tends to exert constant pressure on the food supplies which since 
1954-55 has been continuously showing decline as a result of which the 
prices of all cereals have shown hardening tendency since the latter part 
of 1955. 


Price Situation in Urban Areas 


The hardening tendency in the prices of foodgrains bears a positive 
correlation with the investment activities which gathered an upward 
tempo, after the middle half of 1954. The investment activities, in 
particular, has mainly influenced the price situation in urban areas as 
compared to rural areas owing primarily to the concentration of bulk 
of the investments in industrial projects in urban areas, and the labour- 
orientated bias of the First Plan. Although the rural investments have 
inereased during the plan period, its primary and secondary effects 
were widespread and resulted in the shrinking to some extent of the 
demonetized sector in the rural areas. Consequently, the pockets 
of concentrated investment activities appeared creating in its wake 
disparities in both the income and consumption levels as between the 
urban and rural sectors. While the earnings of the various classes 
improved in urban areas, the demand for essential consumer goods 
stiffened, and to some extent, has become inelastic and inflexible. 


Disparity in Rural and Urban Consumption 


The consumption of foodgrains, however, shows distinct disparity 
regards both the level and pattern in urban and rural areas. Thecon- 
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sumption level, as has been stated above, has chiefly been influenced by 
per capita incomes, which in urban areas are at a higher plane as com- 
pared to rural areas. Since an improvement in that purchasing power 
of low-income groups initially expresses itself in the improvement of 
consumption of foodgrains and essential consumer goods, the increase 
in earnings of various classes in urban areas has resulted in recent years 
in increased per capita consumption of cereals and pulses in comparison 
to rural areas, where consumption levels have not shown comparable 
improvement in levels of consumption. Besides, since the pattern of 
consumption differs markedly in urban areas from the rural areas, the 
problem of food supplies has been accentuated.’ As a result of 
increased movement of foodgrains from distant and adjoining food- 
growing areas to cater after the particular preferences of the urban 
communities, and the channelisation of these suppiies through private 
traders which now effectively control channels of supplies to urban and 
rural areas, the prices of foodgrains in urban areas has remained high and 
“ sticky ’’ as compared to prices in rural areas. The stickiness in prices 
obtaining in urban areas subsequently leads to: (a) Cross-wise move- 
ment of foodgrains from areas situated far and near such urban centres 
and (6) to cornering the foodgrains in both urban and rural areas owing 
to price-rise anticipations on the part of traders. The price situation in 
urban areas is, thus, of vital importance to this prices of foodgrains, and 
needs to be given due “ weightage” in the formulation of suitable 
price policy. 


The above analysis, thus, indicates that the existing price situation 
is the outcome of an interaction of unsteadying trends in respect of 
supply and demand. This points to the need to account for these 
elements in the formulation of price policy, viz. (1) the fluctuation in 
surpluses of major and minor cereals, (with the exception of wheat), 
(2) the gradual rise in the per capita consumption of foodgrains and 
(3) the particular increase in the per capita consumption in urban areas 
which make prices of foodgrains “ sticky ’’ in urban areas affecting the 
price-structure in the economy. 


' The percentage of value of consumption of foodgrains in urban and rural areas 
according to NSS Report, Round 3 is as follows : 


Rice Wheat Jowar Bajra Other Grains 
Urban eee -. 54.78 31.28 6.37 10.64 7.01 
Rural oe --- 45.91 16.36 11.36 4.55 21.82 
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Il 
Regional Consumption Patterns 


In the formulation of suitable price policy for foodgrains, account 
needs to be taken, next of variations in consumption pattern prevailing 
in different regions. The following Table illustrates the consumption 
pattern prevalent in different regions during 1951. 


TABLE 3 


Percentage of Consumption Expenditure on Foodgrains 


North- 
Foodgrains North East South West Central West 
India India India India India India 


Main Cereals 


Rice ... 20.00 
Wheat 92 


A. Sub-Total 


Coarse Grains 


Jowar 0.37 19.36 32.47 3. 11.36 
Bajra ... 0.74 5.91 -76 1.55 4.55 
Others 42.30 12.22 18.28 -38 814.43 38. 21.82 


B. Sub-Total 45.82 13.73 43.55 08 48.45 87.73 


Total ... 100.00 100.00 100.00 100.00 100.00 . 100.00 


Source : (Based on the data contained in the National Sample Survey, Round No. 3) 
Substitutional and Complementary Effects 


The consumption pattern assumes importance in the postulation of 
price policy for two reasons. In the first place, the position held by 
different kinds of foodgrains in the dietary patterns is influenced by the 
production patterns of different foodgrains, and any fluctuations or 
variation in those crop patterns tend to affect the consumption of these 
grains through price-mechanism. If the elasticity in demand for 
different kinds of foodgrains is unity, then the substitution of other 
available cheap grains becomes easier to the extent of the rise or fall in 
price of fine cereals, rice or wheat. In reality, however, the elasticity 
is less than unity, which obviously affects the process of substitution, as 
dietary habits die hard. Moreover, it is difficult to conceive change in 
patterns of consumption, because the change depends on the relative 
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price levels of substitutable foodgrains. Besides this substitution 
effect, complementary effect of foodgrains cannot be underemphasised. 
The effects of small fluctuations in prices of fine cereals are dulled by the 
complementary effects of the coarse grains. This makes the price- 
manipulators in fine grains to still raise the prices of those grains which, 
in effect, affect the production pattern in which substitution effect takes 
in favour of fine grains to the detriment of coarse grains. In the formu- 
lation of price policy, therefore, account needs to be taken of the sub- 
stitutional as well as complementary effects of price fluctuations on 
consumption of foodgrains, which are closely related with patterns of 

crop production. 


Overall Impact of Foodgrain Prices* 


In order to assess the relative impact of different foodgrains on price 
situation of the regions, a region-wise index of overall impact of food- 
grain prices was calculated for the six zones, on the basis of ‘ weights’ 
assigned to grains according to their particular importance in the con- 
sumption pattern (See Table 3 on p. 166) in relation to prices. An all- 
India price-index (with the base year ended August 1939 = 100) has 
been used for the prices of rice, wheat, jowar and bajra and the local 
price-indices for the other coarse grains suitable to the region. The 
index thus arrived at indicates the overall-price levels prevailing in each 
month of the year in the region for the period from 1953 to 1956. (See 
Table 4 on p. 175). 


North India*® 


In this region, the overall prices increased by +8 points between 
January to December in 1953, declined by —102 points in 1954, in- 
creased by +95 points in 1955 and by +95 points in 1956. The corres- 
ponding trend for bajra was +37 points, 85 points, +38 points and 
+180 points ; for barley (the U.P. Price index) it was +10 points, —124 
points, +158 points and +85 points. On the other hand, the wheat 
prices (All-India index) were more moderate, which showed a decline of 
—20 points in 1953, —1138 points in 1954, +8 points in 1955 and +49 
points in 1956. Now when this trend is considered in the context of 
consumption pattern in which wheat accounts for 29-96 per cent of the 
total food expenditure, and the coarse grains for 45-82 per cent, it is 
obvious that the prices of the coarse grains prove strategic in the price 
situation of this region. Obviously enough, the overall impact-index 
shows close resemblance to the price trend of both bajra and barley. 


* The author is grateful to Shri D. 5. Phalke, M.A. for the preparation of statis- 
tical tables relating to estimates regarding the regional impact of foodgrain prices. 
* North India comprises of Uttar Pradesh. 
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North-West India* 


The price impact-index of this region shows a distinctly upward 
trend, as between January to December, the index showed a rise of 
+383 points in 1953, fall of —106 points in 1954, again rise of +79 points 
in 1955 and of +86 points in 1956. During the same period, wheat 
which accounts for 40-26 per cent of the total expenditure on food- 
grain consumption, declined by 20 points in 1953, and by —113 points 
in 1954 and then recovering by +8 and +49 points respectively in 1955 
and 1956 ; while bajra which accounts for 14-29 per cent of consumption 
expenditure showed a rise of +37 points, +38 points and +130 points 
except in 1954 when it declined by —85 points. Although bajra. 
recorded considerable rise in 1956, barley prices (U.P. market) showed 
a rise of +158 points in 1955 and +85 points in 1956. The relative 
fluctuation in prices of bajra and barley, appears strategic in the price 
situation of the region, as in the North India region. 


West-India*® 


The overall price-impact index of this region shows rise of +-4 points 
in 1953, fall of —82 points in 1954, again, rise of +43 points in 1955 and 
+126 points in 1956. The corresponding variation in prices of food- 


grains are shown in the following table. 


1953 1955 


Overall-Price Index ... + 4 + 43 
Bajra «+87 + 38 
Jowar ose «616 — 8 
Maize (Bombay index) oo —89 +124 
Rice (All India index) —til1 —54 + 64 
Wheat —20 —1138 +8 + 49 


While the increase in prices of rice and wheat was moderate, the 
large consumption of bajra, jowar and maize which accounts for 61-08 
per cent of the expenditure on the consumption of foodgrains, was 
chiefly responsible for the rise in overall price-level of this region during 
1955 and 1956. The rise in prices, however, appears to have been 
checked by the declining prices of jowar during 1953, 1954 and 1955, 
which also accounts for 25-94 per cent of the expenditure on consump- 
tion. The region’s price situation is thus influenced by the prices of 
bajra, jowar, maize, while the impact of prices of wheat and rice appears 
to be moderate. 


* The region of North-West India comprises of Rajastan, Punjab, Bilaspur, 
Himachal Pradesh. 
5 Comprises of the pre-organised parts of Bombay State, Saurashtra and Kutch. 


1956 


FOODGRAINS PRICE POLICY 


East India* 


This region is chiefly a rice-consuming region, as the consumption 
expenditure on rice alone accounts for 78-52 per cent on wheat, barley 
8-15 per cent and of coarse grains 13-73 per cent. Needless to say, the 
price situation in this region is preponderately governed by the fluctua- 
tions in the prices of rice. 


East India price index inp, 60 126 
Rice (All-India index) + 64 47 


While the wholesale price index shows a rise of 47 points in 1956, the 
East-India index shows an overall rise of 126 points. This difference 
may chiefly be explained by (a) the increase in prices of maize during the 
year when its price increased from 335 points in January 1956 to 
485 points in June and then to 466 points in November, and (b) by the 
artificial scarcity caused by speculative trading, although rice produc- 
tion showed an increase of about 4°95 lakh tons during 1955-56 over 
the previous year, in this region. 


South-India® 


The variation in prices of this region are compared below to prices 
of foodgrains that figure prominently in the diet of the people of this 
region. 


South India 
Rice (All India index) inc 
Jowar (All-India Index) 

Ragi (Madras index) - +50 


Although rice constitutes as much as 54-84 per cent of the total food- 
grain consumption expenditure, jowar accounts for 19-36 per cent, 
bajra 5-91 per cent and others (which include ragi/cholam) 18-28 per 
cent. Together, the coarse grains account for 43-55 per cent. While 
the fluctuations in rice prices are moderate, and showed an increase of 
only 47 points in 1956, the price situation of the region appears to have 
been chiefly influenced by the price rise of jowar and ragi cholam. The 
coarse grains are thus of strategic importance in the States of Madras and 
Mysore. 


* East India comprises of the States of Bihar, Orissa, West Bengal, Assam, 
Manipur and Tripura. 
? The region of South India comprises of Madras, Mysore, Kerala and Coorg. 
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Central India*® 


In this region, fine cereals account for 51-55 per cent of the food- 
grain consumption expenditure and the coarse grains about 48-45 per 
cent. The price variations in the grains as compared to the region’s 
overall price impact-index are shown below. 


1953 1954 1955 1956 


Central India index oe —85 +50 +112 
Rice (All-India index) — 54 +64 + 47 
Jowar (All-India index) ... —16 —75 — 3 +147 
Maize (U.P. index) oe +72 —158 +184 + 15 


While the rise in the price-index of rice is of the order of 64 and 47 
points during 1955 and 1956, maize registered an increase of 184 points 
and 15 points during the same period. Jowar, after a decline from 1953 
to 1955 showed an increase of 147 points in 1956. This means that, 
although, rice partially dominates the consumption pattern in this 
region, the prices of jowar and maize are of high consequence to the price 
situation in this region. ' 


III 


Approach to Price Policy 


From the above analysis, it is evident, that the price situation in a 
region is determined chiefly by the impact of the supply and demand of 
those foodgrains which figure prominently in consumption pattern of 
the particular region. Thus, in North India, although wheat is largely 
produced and consumed, the price situation is influenced mainly by the 
prices of bajra and barley, which figure prominently in the pattern of 
diet of this region. Similarly, in West India, the price situation is 
influenced by bajra, jowar and maize, in East India mainly by rice, in 
South India by rice, jowar and ragi-cholam, and in Central India by jowar, 
maize and to some extent, by rice. This points to the need to orientate 
the price policy so as to account for the variations in prices of coarse 
grains, by assigning due weightage to production and price levels of 
these grains to accord with regional consumption patterns. This re- 
orientated approach towards price policy relegates to the background 
the existing price policy which places an emphasis on holding the prices 
of only rice and wheat, although some efforts have been made in recent 
months to hold the prices of jowar, bajra and gram also. But these 
efforts are piece-meal and uncoordinated. One advantage of a new 


* Central India region comprises of Madhya Pradesh, Madhya Bharat, 
Hyderabad, Bhopal and Vindhya Pradesh. 
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price policy is this that it facilitates the control of “strategic” food- 
grains prices, check the diversion of land and resources from coarse to 
other food and non-food crops and establish parity in prices between the 
cereals and coarse grains. Such a price policy may also help to insulate 
economy from the impact of income effects on the consumption of fine 
and coarse grains, since the income effect is likely to get intensified with 
the increased investment activities during the Second Plan period. 


Supplementary Measures 


The effective working of new price policy depends on various supple- 
mentary measures taken to stabilise the price-levels through planned 
supply of coarse grains. Among the supplementary measures, there- 
fore, the inclusion of following measures appear essential : 


(1) To step up production of coarse grains, preferably by the 
intensification of Grow More Food Campaign, of these grains which hold 
strategic importance in the determination of price situation in the 


regions. 


(2) ‘To procure coarse-grains, rice and wheat by compelling culti- 
vators to contribute compulsorily a particular proportion of the total 
grains grown. Procurement should be made compulsory to all cultiva- 
tors holding land in excess of * family ’ or * economic holdings ° as defined 
under the Land Reforms legislation. 


(3) To provide direct subsidies to the cultivators in the shape of 
provision of producers and consumers goods at subsidised prices. This 
will help to reduce the costs of cultivation of the cultivator on the one 
hand, and also to lessen the costs of maintenance, on the other. Direct 
subsidy to cultivators is preferable to subsidy provided to consumers, 
because whereas the cultivators receive practical incentive to put 
forth additional labour and capital to produce more, the consumers 
derive only nominal relief owing to rigid price-mechanism and factors 
affecting marketing structure. 


(4) To phase the imports of coarse grains whenever shortage of 
these grains is felt. 


(5) To build adequate stocks of coarse grains, similar to that of rice 
and wheat. The need to buiid stocks becomes all the more great when 
it is borne in mind that coarse grains constitute the main diet of low- 
income groups, in urban and rural areas.. While the price situation 
exerts pressure in favour of rice and wheat, the secondary effect of 


a 

: 

4 

5 

>a 

| 

q 

2 

2 

7 


172 THE INDIAN ECONOMIC JOURNAL 


such exertion results in diversion of land from coarse to other crops as a 
result of which the low-income groups experience shortage of the coarse 
grains, and suffer from the consequent rise in prices. The impact of the 
rise in prices of rice and wheat is thus felt severely by the coarse-grain 
consumers, i.e., low-income groups. To ensure stable cost of living, it is, 
therefore, necessary to build adequate stocks of coarse grains. 


IV 


Price Situation in Developing Economy 


The formulation of suitable price policy needs to be considered in 
the background of general economic conditions generated by planning 
in the country. The process of industrialisation initially affects the 
backward economy through the shortages of basic or raw materials 
which under the tempo of increased investment activity leads to emer- 
gence of inflationary pressures. With the rise in prices of basic mater- 
ials, consumer goods industries find difficult to maintain their price- 
structure, and this coupled with improved demand exerts pressure 
on the supply of consumer goods, as a result of which shortages begin 
to develop and prices of consumer goods begin to rise. This consequent- 
ly affects the costs of living, and the increase in wages at this juncture 
provides fresh stimulation to additional consumption of consumer goods. 
The price-wage spiral ultimately endangers the whole process of develop- 
ment. Owing to rigidities in the economy, inflation generating as a 
result of cumulative effects of price-and-wage rise, assumes sudden and 
serious inflationary pressures, and this is particularly so in the develop- 
ing stages. The course of price-levels depends much in initial stages of 
development, however, on the nature of planned industrialisation, the 
extent of investment made, the ability of the monetary and fiscal 
administrations to undertake such measures to maintain stable price 
levels, ete. Nevertheless, the rise in general price-levels is inevitable 
under a programme of heavy industrial development owing to basic 
shortages of materials, minerals and consumer goods. In framing the 
price policy, therefore, it is necessary to take account of the shortages 
in the economy, and to devise measures to contain such shortages 
accordingly. 


Broad framework of Price Policy 


Considered in this context, it is evident that the price policy needs to 
be formulated on the basis of the following postulates. 


(1) Regulation of prices of commercial crops to prevent the 
diversion of food crops to non-food or commercial crops. 
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(2) Regulation of prices of consumer goods and foodgrains. The 
prices of procurement, whole-selling and retail selling of foodgrains 
should be fixed relatively to general tempo and inclination of the 
economy. 


(3) Maintenance of the supply of fine cereals and coarse grains to 
accord with regional patterns of consumption and production through 
such measures as the intensification of Grow More Food Campaigns, 
subsidies to the cultivators, provision of consumers and producers goods, 
and phased programme of imports and building of stocks. 


(4) Conservation of supplies through restricted rationing, in 
urban areas, particularly, in cities like Bombay, Calcutta, Delhi, 
Madras, Kanpur which command strategic influence on the prices in the 
economy. 


Integrated Price Structure 


The stability of food production depends much on the relative price 
relationship which the food crop bears to the commercial crop. The 
integrated price structure aims at maintaining the stability in price 
ratios between the price of commercial crop and the food crop. The . 
stability in prices in agricultural sector may furher be reinforced by 
maintenance of prices of consumer goods, both in rural and urban 
areas. 


Alternative to Integrated Price Structure 


The maintenance of integrated price structure essentially depends 
on enforcement of prices through full procurement of foodgrains, storage 
and distribution, supplemented by the provision of incentives in the 
form of subsidised supplies of producers and consumer goods to cultiva- 
tors. This is dependent upon efficient administration. An alternative 
to integrated price structure seems to be the formulation of price system 
which relies on fixation of prices of fine cereals and coarse grains, com- 
pulsory procurement of the same, building up the stocks and phasing of 
the imports of coarse grains, rationing in urban areas, particularly in big 
industrial cities and price controls on consumer goods like, sugar, textiel 
products, and edible oils. 


Conclusion 


Thus, in formulating definite and specific policy for foodgrains, it 
is necessary to take account of the present falling surplus of foodgrains, 
disparities in consumption levels between rural and urban population, 
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maladjustments existing in consumption and production patterns, and 
the general rise in price-levels owing to process of economic growth, 
On the basis of these fundamental considerations, the price policy is 
visualised in this note. The price policy which emerges from these 
considerations is correlative, in the sense that it aims to secure stability 
in prices of foodgrains in relation to conditions of supply and demand for 
foodgrains, commercial crops and consumer goods. The main postula- 
tion underlying this policy designs to secure regulation of prices of 
strategic foodgrains to accord with regional variations in consumption 
patterns, and supplemented with supplementary measures. This basic 
postulation is supported by the secondary postulation which aims at 
controlling prices of consumer goods, To secure coordination in prices 
of foodgrains and commercial crops, integrated price structure is suggest- 
ed. But in case the integrated price system does not found favour, 
an alternative price system is suggested to control prices of food and 
non-food crops and consumer goods, 


Bombay P. Y. CHINCHANKAR 
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REVIEWS 


Barriers to New Competition: Their Character and Consequences in 
Manufacturing Industries. By Jor S. Barn (Cambridge : Harvard 
University Press, 1956. pp. x + 329). 


Prior to the publication of Sraffa’s famous article on *‘ The Laws of 
Returns under Competitive Conditions’ and the imperfect competition 
theories of Mrs. Robinson and Prof. Chamberlin, the studies of market 
behaviour were undertaken with the basic assumption of the prevalence 
of competitive conditions in the markets. However, it was recognized 
that a market may not be perfectly competitive on account of the 
existence of certain barriers but these ‘ barriers to competition’ were 
regarded as occasional aberrations. The evolution of imperfect and 
monopolistic competition theories had a great impact on this traditional 
way of thinking about these barriers. These theories proved for the first 
time the total inadequacy of the traditional method of market analysis 
and emphasized the role of the elements which make for imperfections 
in the market such as concentration of buying or selling, price leader- 
ship, product differentiation, ete. The book under review has been 
devoted to an empirical study of one of such elements. 


In his study, Mr. Bain has selected only one aspect of market 
structure viz., the condition of entry and has attempted to measure 
among industries the varying force of potential competition or threaten- 
ed new entry and to inquire whether and in what way variations in 
this force influence the market performance of established firms. It is 
an exhaustive empirical study in the direction of structure performance 
links and the emphasis is on one particular aspect of market structure. 
The method adopted for empirical analysis is cross-sectional, i.e. 
a substantial sample of industries has been examined with respect 
largely to a single dimension of market structure and few dimensions 
of market performance. 


The book consists of eight chapters and four appendices. The 
first chapter is theoretical. It is devoted to the meaning, measurement 
and determinants of the condition of entry and its effects on business 
performance. In the beginning of the chapter the author rightly refers 
to the limited nature of conventional price theory and studies about 
competitive conduct and performance for their neglect of the significance 
of variations in the condition of entry. The author then defines the 
condition of entry as a state of potential competition from possible 
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new sellers and points out that it may be evaluated by the extent to 
which established sellers can persistently raise their prices above a 
competitive level without attracting new firms to enter the industry. 
Then follows an elaborate discussion about the characteristics and 
sources of the determinants. According to the author, there are three 
determinants of the condition of entry to an industry, viz. economies of 
the large-scale firm, product differentiation advantage of established 
firms and absolute cost advantages of established firms, The chapter 
ends with the discussion about the impact of variations in the condition 
of entry on market performance under different types of market situa- 
tions. In Chapter 2, the author refers to the purpose of the study and 
the characteristics and composition of the sample industries, The 
industries selected are : Canned fruits and vegetables, cement, cigarettes, 
copper, distilled liquor, farm machinery except tractors, flour milling, 
fountain pens, gypsum products, meat packing, metal containers, 
passenger automobiles, petroleum refining, rayon shoes, soap and 
glycerine, steal, tires and robes, tractors and typewriters, 


In the following three chapters, the author summarizes, on the 
basis of his investigation, the relative and absolute importance of large- 
scale plants and firms, of product differentiation advantages of establish- 
ed firms and of absolute cost advantages of established, firms as 
barriers to entry within the twenty industries selected. The main 
findings are: (i) product differentiation as an impediment to entry 
of the same general order of importance as economies of large-scale 
production and distribution, (ii) great entry barriers are more frequently 
attributable to product differentiation ‘than to scale economies, (iii) 
sources of high barriers to entry attributable to product differentiation 
are varied and complex and (iv) absolute cost barriers to entry are 
slight or small both absolutely and as compared on an average to 
barriers resulting from scale economies and product differentiation. 


Chapter 6 summarizes for each individual industry the combined 
effects of the three different sorts of barriers to entry. In Chapter 7, 
the author refers to some evidence of market performance of the selected 
industries in order that structure performance links may be established. 
In Chapter 8, the author discusses the application of the empirical 
findings to problems of public policy and suggests some measures for 
improving the workability of competition. 


Such studies undertaken with a view to finding out the relationship 
between market structure and market performance are very useful in 
the context of changing nature of market structure. Besides its 
usefulness and relevance, the merit of the study lies in its method 
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analysing the problem. The treatment of the subject is highly 
systematic. A by-product of this method of analysis has been the 
evolution of many new concepts such as the concepts of critical scale, 
base-level disadvantage, easy entry and entry-lags, etc. In fact, 
the major contribution of this study lies in ‘that of developing data on 
the character of the condition of entry and its determinants.’ 
A full-fledged theory of entry which can be useful for purposes of 
empirical analysis has been developed for the first time and this 
constitutes an important contribution to the existing economic 
information. 


On its practical side, the value of this study lies in the fact that 
it offers some tentative confirmation of the assumptions and theories on 
which the American policy for the workability of competition are based 
and that it suggests some additional policy measures for the same. 


The reviewer, therefore, recommends this book to all those who are 
interested in the problems of competition and monopoly in the modern 
industrial markets and the role of public policy for improving the 
workability of competition. 


Bombay , L. A. JosHi 


Working of Bombay Tenancy Act, 1948. Report of Investigation. By 
V. M. Danpekar and G. J. Kuunpanpur (Poona: Gokhale 
Institute of Politics and Economics, 1957. pp. 194. Rs. 7-50). 


Tuts report embodies the findings of an investigation into the operation 
of the Bombay Tenancy Act conducted by the Gokhale Institute of 
Politics and Economics on behalf of the Research Programmes Com- 
mittee of the Planning Commission. For purposes of detailed enquiry 
105 villages in sixteen districts of the Maharashtra and Karnatak 
districts of Bombay state were chosen. The basis of investigation was 
a twofold sample—a sample of 11,945 plots and a sample of 2,381 
cultivators. 


By the end of May 1953 the Bombay Tenancy Act had been in 
operation for more than four revenue years. The main objectives of the 
Act were threefold : firstly, to protect the tenant against eviction from 
land ; secondly to encourage transfer of lands to the hands of the tenants 
and thirdly to fix maximum rent payable by a tenant for the lease of 
any land. The present study brings out clearly that the Act failed in 
all its objectives, It is shown, that of the area which was tenant culti- 
vated, 23-0°, was resumed, 15-7°, was affected by change of tenants 
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and only 8-2%, was acquired by the tenants in possession. Thus on 
the whole, the original tenants continued on only about 60% of the 
tenant cultivated area. The Tenancy Act did not also help in the expan- 
sion of the market in land. Nor did it succeed in reducing the burden 
of rent. The maxima in terms of share rent which the Act had specified 
were enforced with some effect only in Thana and Kolaba districts while 
in all other districts the share remained largely unchanged. Further 
more, according to the reporters there is no evidence to show that asa 
result of the protection given to the tenants by the Tenancy Act, the 
tenant cultivated lands came to be better attended to than before. 


Messrs Dandekar and Khundanpur have come to this conclusion 
on the basis of a detailed and objective study of the problem. They 
have collected a good deal of useful statistical data and have interpreted 
them with considerable insight. Their findings and views therefore 
deserve serious consideration. 


It is worth adding that the recent Bombay Tenancy and Agricul- 
tural Lands Act of 1955 which is an extensive amendment of the Act 
of 1948 seeks to remove the defects of the latter. The reporters fully 
endorse its approach and commend it as an ambitious piece of legislation 
but they have their fears that it attempts a little too much. 


Madras D. Bricut SInGH 


Productivity, Prices and Wages. By Jean Fovurastie. (Paris: The 
European Productivity Agency of the Organisation for European 
Economic Co-operation, 1957, pp. 118. Rs. 10/- or $ 1.50 or 500 

Fr. fr.) 


Wiru the rapid development of “* growth economics”’ during the recent 
post-war years, the term “ productivity ’’ is assuming increasing im- 
portance, because the progress in economic development is measured 
largely by the productivity rate. This has been incidently a gain to 
economic science and also to human progress, as M. Fourastié says, 
“ Productivity measurement has opened up a_ hitherto unknown 
chapter of economies : long-term economic forecasting.” The concept 
of productivity has been found useful in explaining contemporary 
economic and social development, as also in planning for the future. 
Even our Second Five Year Plan proposes to undertake an enquiry 
which would lead to the compilation of productivity indices in selected 
industries, in order to ascertain how industry is progressing. 
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The problem of productivity raises two important questions : 
What is meant by productivity and how it is measured? The E.P.A. 
has answered the first question in its “ Productivity Measurements— 
Vol. I" (1955), which deals with the concepts and general principles of 
these measurements. In Vol. II (1956), the Agency has surveyed the 
methods of plant-level measurements and it proposes to deal in Vol. 
III with “ overall measurements, ’’ i.e. productivity measurements 
made on the basis of existing published statistics. The Agency, 
however, found a wide divergence in scope, methods and purpose of 
various measurements and hence the publication of the third volume 
has been delayed. In the meanwhile, M. Fourastié has developed his 
own methods for measuring long-term productivity trends. The book 
under review gives details of these methods, which the author calls 
as indirect methods. 


Productivity measurements may be either direct or indirect. 
Direct measurements are usually made by engineers in the workshop, 
while indirect measurements are made by economists outside the 
workshop, with the help of the general statistical information, compiled 
for purposes quite different from productivity measurements. Normally, 
statistics of production, national income, prices and employment are 
used for measuring productivity, which is defined as output-input ratio, 
i.e. output of wealth produced/input of resources used up in production. 
If productivity of labour is to be found out, then the denominator will 
be “input of labour’’. Therefore, in its simplest form the ratio 
becomes Production/Labour or Price/Wages. However, these simple 
forms should not lead us to the incorrect conclusion that measurement 
of productivity is straight and simple. The contents of the terms used 
for the numerator and denominator have been defined differently by 
different scientists and hence there have been different methods of 
measuring productivity. Fourasti¢é admits this when he says, “* This is 
a new subject, which is still in a state of flux...... No one could be more 
aware than the writer of the scientific errors and practical danger 
involved in an attempt at the present time to enclose within strict 
formaulae an entirely new technique, which is still in its first infancy. 
In the nature of things the subject of productivity calls for the use of an 
infinite array of formulae, adapted to suit the special conditions govern- 
ing each problem and each aim which investigators have in view. 
There is not one method of measuring productivity but hundreds.” 
(pp. 24-25). 


Fourastié gives in detail the various difficulties and limitations of 
indirect measurement. Firstly, it is difficult to measure the volume 
of production, particularly when heterogeneous items of production 
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are to be aggragated, even when its monetary value is given. Second- 
ly, employment statistics are unsuitable for measurement, when they 
do not cover the same field as production statistics. Thirdly, it may be 
difficult to distinguish between progress due to improved production 
techniques and that attributable to changes in economic structure. 
Fourthly, difficulties, may arise regarding choice of units for measuring 
productivity and the choice of reference years. 


Fourastié discusses fully two indirect methods of measurements— 
one based on prices and the other derived from national production 
statistics. He prefers the first to the second. He observes that the 
method is by far the easiest and most reliable way of calculating, by 
indirect means, total productivity of labour on a nation-wide scale 
over a long period. It also provides a concrete link between producti- 
vity and purchasing power of wages and standards of living. It is 
a useful tool for economists and social scientists. Lastly, it is effective 
check on direct measurements. In contrast to this methods based 
on national income calculations are tricky to handle and give only 
rough results. 


There is no doubt that Fourastié has developed a new and unortho- 
dox line of approach to productivity measurements. However, as 
Roger Grégoire, Director of the E.P.A., remarks in the Preface to the 
book, “It is still too early to pass any final judgment on the theoreti- 
cal significance or the practical usefulness of the methods developed 
by Professor Fourasti¢é. His underlying assumption is clearly that 
prices and wages are both determined solely by the state of technical 
progress. In the long run this may be a plausible assumption, but for 
shorter periods it is obviously an overimplification, which nevertheless, 
might yield results deepening our understanding of the problems 
involved’. Whatever may be the facts, it cannot be denied that our 
productivity experts have much to learn from the three E.P.A. volumes 
on productivity measurements. 


Bombay S. D. PuNEKaR 


Co-operation : A Workers’ Education Manual. (Geneva: International 
Labour Office publication, 1956, Pp. 157. Rs. 6). 


Tus brochure is written primarily as a manual for the education of 
workers whose social responsibilities are becoming heavier and more 
complex as they are increasingly called upon to play a more important 
role than before in the economic and social life of the country to which 
they belong. Although the manual is written keeping in view the 


at 
= 
ie 
q 
4 


182 THE INDIAN ECONOMIC JOURNAL 


conditions of workers prevailing in the industrialised countries of 
Europe and America it is of value to the workers of this country also 
where co-operation as a form of economic organization is given a role 
of increasing importance in its planned economic development. 


Within its small compass the book comprehensively covers the 
various aspects of this vast subject ranging from the origins of the 
movement and problems of structure and management, of the problems 
of co-operative education and the relationship between the state and 
the co-opearative movement. The portions dealing with the pros and 
cons of large and small size society, of multi-purpose and single purpose 
society and those concerned with the role of the state in co-operative 
development are of topical interest to us here when we are attempting 
a reorganization of co-operative movement on the lines recommended 
by the All-India Rural Credit Survey Committee, in which the whole 
movement is sought to be reoriented by organization of large-sized 
societies, linked with marketing societies, with active participation by 
the State in the finances of these societies. 


The manual is written in the form of 14 lessons each of which is 
appended by a few questions and suggestions for further reading to 
suit the requirements of a teaching institution. It can be unhesitatingly 
recommended as a useful book on co-operation in co-operative training 
institutes also, apart from organizations which seek to educate the 
workers in general. The brochure can also be read with advantage 
by laymen in whatever station of life they may be, so that the know- 
ledge acquired of the co-operative movement, its aims and achieve- 
ments, will at least enable them to recognise co-operation when they 
come across it and to deal with intelligently with due regard to its 
distinctive nature, for often the most important of obstacle in building 
up the “ Co-operative Sector, ’’ is not the opposition of vested interests, 
or the poverty of the persons to whom it is intended to benefit nor even 
their apathy : but the ignorance of the principles, methods and aims of 
co-operation among members of co-operative socicties, among their 
opponents, among administrators and among the large sections of the 
public who are indifferent to the movement. 


Mr. Maurice Colombain who was fer many years the head of the 
Co-operation and Handicrafts Service of the I.L.O. has done an excellent 
job in writing the lucid and instructive handbook on co-operative 
movement. 


Bombay J. N. BaRMEDA 
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International Comparisons of Real Wayes. (Geneva: International 
Labour Office, Studies and Reports, New Series No. 45, pp. i-vi, 
89, $ 1, 6s, Rs. 4/-). 


Wirn the greater emphasis being now laid on economic development 
through planning, the question of real wage comparisons has assumed 
great importance. Trends in the real purchasing power in the hands 
of workers now serve as a useful guide to economic policy. Since 
wages constitute a leading element in the cost and income structure 
of a country, a study of real wages reveals the underlying factors 
which result in dis-equilibrium in international economic relations, 
In view of this increasing importance of research into real wages, the 
publication by the International Labour Officé of this study of methods 
relating to international comparisons of real wages must be welcomed 
by all interested in the field. 


The. study does well in clearing some mis-conceptions about real 
wages. Firstly, the report points out the limitations of real wage 
comparisons based on comparisons of food prices. Furthermore, the 
distinction drawn between real wages and levels of living is also useful. 
The concept of level of living is much broader than that of real wages 
and covers the sum total of all goods and services consumed. Real 
wages give only an approximation to levels of living as was illustrated 
in the United Nations Report published in 1954 that it is only one of 
more than 40 indicators of the level of living. 


Real wages may be viewed cither from the standpoint of the workers 
or from the standpoint of the employer. In the former case, it has 
reference to the well-being of the workers while in the latter case, it is 
to be interpreted as labour cost to the employer. Professor Hayek 
has suggested the term * product wages ’ for this approach to real wage 
which regards them as an element of cost of production. Here, real 
wages are conceived as a relationship between money wages and the 
prices of goods produced by labour. The distinction between real 
wages and product wages needs to be clearly kept in mind because 
conclusions about real wages drawn on the basis of these two premises 
may not necessarily be the same, neither will the. factors influencing 
them be identical. The difference may arise largely on account of 
difference in the relative movements of the wholesale price index and the 
retail price index as also changes ir costs and output of the final product. 


The report also distinguishes between wage comparisons intended 
to determine differences in wages received for the same or equivalent 
work and wages as an element of income independent of the work 
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performed. There is, however, another set of distinction which 
should also be made in real wage comparisons. This distinction empha- 
sizes the difference between real wages and relative wages. Here, real 
wages regarded as the quantum of goods and services received in return 
for a given quantum of labour must be distinguished from relative 
wages as a proportion of the national product received by the working 
class. With the greater emphasis in recent years on the national 
income approach to wage policy, it is relative wages which have become 
important, and it would have been better from the standpoint of 
completeness if the report had also brought out this important 
distinction for purposes of analysis. 


It is true as indicated in the report that earnings should be preferred 
to wage rates in real wage comparisons. In discussing the question of 
deductions from wages, the report refers to workers’ social insurance 
contributions, direct income taxes and indirect taxes. This section, 
however, does not deal with some other deductions such as fines imposed 
by employers on workers for damage, breach of contract etc. Perhaps 
the most serious omission here seems to be a discussion of methods to 
deal with payment of wages in kind which characterises many under- 
develéped economies. Here, a number of intricate problems arises 
regarding the method of evaluating in monetary terms wages paid in 
kind. The report could perhaps have done well to devote some atten- 
tion to a discussion of this question. 


Chapter III on “A Theoretically Desirable Formula ” discusses 
the various formulas for obtaining wage and price indices. With its 
lucidity of expression, it will prove useful to those who are engaged in 
the actual computation of real wage indices. The report refers indirect- 
ly to the works of Koniis, Frisch and others when it says that the true 
index of cost of living lies between limits provided by Laspeyres and 
Paasche formulas. While on the question of statistical formulas, one 
would have liked to have some discussion of the various types of biases 
which enter into all computations of index numbers whether of prices 
or wages. Further, when we regard real wages as a barometer of the 
economic well-being of the working classes as a whole, we have to make 
adjustments for the existence of unemployment. The report does not 
seem to have touched on this aspect nor is there any reference to the 
correction factor to be used for making this adjustment. 


In Chapter IV there is a stimulating discussion of the practical 
considerations in international comparisons of real wages. This 
covers a number of interesting points such as corrections for holidays 
witb pay, family allowances, bcnuses and premiums and pay-roll 
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deductions. This is followed in Chapter V by practical comparisons 
of real wages between some countries. In this chapter, one misses 
very much a reference to the real wage series published by the Labour 
Bureau of the Government of India. The method employed by the 
Labour Bureau needs to be examined in detail and it may be presumed 
that the I.L.O. has taken an opportunity to evaluate this series. 


In spite of these minor shortcomings, the report is an admirably 
competent attempt at a methodological approach to real wage compari- 
sons. The publication fills an important gap in literature dealing with 
wages and the I.L.O. must be congratulated on putting out such a fine 
report. This report is particularly indispensable to all students conduct- 
ing research into wages. The report is a fine combination of the 
theoretical and the practical approaches so that it is a publication which 
will be useful even to those who are called upon to adopt practical 


measures % an integrated wage policy. 


Bombay S. A. PALEKAR 


Location and Space Economy. By Water Isarp. (New York : John 
Wiley and Sons, Inc., 1956. pp. xix +- 350). 


In the field of economic literature, particularly location, this is one of 
the most stimulating works of the post-war years. This volume iv a 
worthy culmination of the spate of literature on location and space 
economy that flowed from this distinguished author’s pen during the 
same period. The once expressed hope that “ the attention given by 
the social scientists to problems of space be paralleled by attention 
to problems of time’ seems to be slowly gaining recognition. Prof. 
Isard’s endeavour has not merely been to analyse the locational forces, 
but also to incorporate spatial values in economic analysis. Any one 
who reads this book for its immediate relevance to the complexities of 
reality, would certainly be disappointed. Such direct depiction was not 
the author’s intension. The taxonomic treatment should be considered 
as a ballon d’ essai, which would facilitate the choice of structural 
relations and their empirical correlates for analytical purpose. 


Although electic in approach, the author has successfully synthe- 
sized the separate location theories beginning from the Weberian model. 
and also incorporating Von Thunen’s theory of agricultural location, 
into a generalised doctrine. No Anglo-American economist who has 
applied himself to this branch of study has been more successful. Weber 
himself attempted to impart a generality to his theory through the 
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evolutionary process of super-imposed strata of agricultural and industri- 
al locations. By introducing the “ organization stratum, ’’ he partly 
succeeded in approaching the General Equilibrium theory of location. 
But his techinque was not adequate to provide the raison detre of 
spatial complexities and merely clarified the interrelationships among 
various strata. Besides, it does not afford us the laws governing the 
_ structure of these strata. 


Prof. Isard’s work cannot be accused of these shortcomings, 
although like Weber he does not seem to have foreseen the possi- 
bilities of changing demand when location shifts, or maximization of 
total demand as a condition prerequisite for general equilibrium. On 
these counts the reviewer feels that a little more attention to Losch’s 
attempt at General equilibrium theory, especially his use of Chamberlin’s 
technique of free entry and exit of firms and maximisation of total 
demand would have made this more comprehensive. . 


The quintessence of Prof. Isard’s contribution is contained in 
chapters four, five and six where he has introduced the concept of 
“transport input,’’ (could we possibly christen this as the transput ? ) 
and other related spatial concepts. He has tried to explain the aforesaid 
intricacies of spatial framework in terms of transport inputs, which is 
defined, “* as a movement of one unit weight overa unit distance.) In 
other words, this represents the efforts needed to overcome resistance 
encountered in the movement of products and factors in space. Obvi- 
ously, like any other cost item, in the production process, it has to be 
minimised. Like capital input which increases the time dimension of 
production, similarly, transport input expands the space dimension. 
In the analysis proper, the author has taken into consideration only 
a single transport rate ; however, it does not radically change when we 
introduce a multitude of rates either because of length of haul, type of 
commodity or nature of topography. 


Like all other factors of production, transport input has also a 
price which is fixed by the conventional approach of supply and demand 
interaction. The supply curve for transport input is positively inclined 
and the demand for it is negatively inclined, where the rate is measured 
along the vertical axis and quantity along the horizontal. The spatial 
dimension of production is continually lengthened through application 
of more and more such inputs. It is obvious that more and more 
transport inputs can be applied only if the supply curve shifts parallelly 
to the right. But historically speaking, reduced transport rates have 
tended to agglomerate economic activity, from an otherwise fairly 
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ubiquitous pattern of production. The consequent increase in geographi- 
cal specializaion is in general a substitution of tranport inputs for 
various other inputs, as well as substitution of inputs in general at the 
favoured sites for inputs in general at erstwhile unfavoured sites. 
Therefore the statement that cheapening of transport inputs leads to 
expansion of space dimension requires a little more of clarity and 
finesse, which unfortunately has not been dealt with. 


Very often a single, though sometinies forgotten paper, becomes 
the spring-board of a master’s work. Prof. Isard’s work is conceptually 
an extension of Andeas Predohl’s paper entitled “The Theoiy of 
Location in its Relation to General Economics” which appeared in 
Journal of Political Economy, 1928. (Originally written in German and 
published in the Weltwirtschafiliches Archiv, 1925). The latter's 
attempt to derive the general location theory through the principle 
of substitution, and his belief that location problem is part of the pricing 
problem was carefully extended by the former to gauge how far local 
distribution of production lies within the economic relationship of 
interdependent prices. The methodology used is the substitution 
analysis in terms of revenues and outlays, where transport input is 
an explicitly recognised variable. By this approach Predohl’s conten- 
tions were made more acceptable and ramified into a theory of space 
economy. 


The two schools of thought of Thunen and Weber, in locational 
theory, have carved for themselves two different almost opposing but 
exhaustive facets of the same problem. Whereas the former has 
concerned itself chiefly to the spatial distribution of products over a 
given region, and applies a macroanalytical process, the latter probes 
into the locational aspect of an individual firm which produces a given 
product. Only when Weber deals with ‘‘ agglomeration economies, *’ 
does he partially slip into an aggregative analysis. A synthesis between 
these two schools, would go a long way towards the attainment of 
a generalised theory of location. Prof. Isard has admirably performed 
this fusion and achieved a single compendious terra firma. 


Under assumptions that productive activity has no effect on con- 
sumption locus, transport rates, prices of other factors of product- 
ion, agglomeration and scale economies and that no retaliatory measures 
are provoked, Prof. Isard has worked out the equilibrium conditions of 
a firm under (1) simplified conditions, (2) transport orientation condition 
of a realistic rate struture and (3) conditions which take into cognisance 
both production and space variables. In the first two cases, changes 
in the distance is only considered and in the third the above assump- 
tions are released for a more generalised analysis. 
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In the short space that is usually allocated to reviews, it is difficult 
to go into the labyrinth of arguments. However, a brief resume of 
the equilibrium conditions may not be deemed out of place. 


Assuming other cost outlays to be constant (in the first case enunci- 
ated above), but under varying distance, Prof. Isard has worked 
with two, three and four distance variables and shown how with distance 
as a variable, there are 1/2 m (n—1) partial equilibrium points 
which at full equilibrium have necessarily to coincide. In the last case, 
he has derived a trasformation function inclusive of transport inputs so 
that production theory emerges as a space oriented phenomenon. The 
second case which should have really been the last, dealing with realistic 
rate structure, incorporates these complexities, within the theoretical 
system without affecting its form significantly. 


The criticism against the classical trade theory that it ignored 
the transport oriented industry was the main spring of Ohlin’s attempt 
to demonstrate that international trade theory is only a part and con- 
comitant of the general localization theory. Despite the attention 
given by German writers, notably Weigmann and Losch, the basic 
interrelation between trade and location theory has not rigorously 


been formulated. The author has cast additional light on this issue 
and demonstrated that the basic core of location theory (i.e. transport 
orientation) can be integrated with opportunity cost trade theory. It 
is hoped that this will afford us a superior set of tools that will mutually 
accelerate the development of analytical procedure, in location as well 
as trade theories. 


Extension of subtitution principle in location theory and the 
moulding of the new tool of transport input towards a more generalised 
theory of space has opened up novel vistas, one overlooking the location 
theory and the other overlooking trade theory. It comprehends the 
separate partial location theories into a generalised whole, where each 
of these are shown to be its special cases, . Further, this integration 
permits itself to be stated in such a manner as to be comparable 
with production theory. This is achieved by incorporating the transport 
input into the production transformation function, and thereby yield- 
ing an integral transport oriented transformation curve which considers 
distance explicitly and simultaneously. The result is a more ecumenical 
analytical framework. 


If the basic objective of this work is to involve in economic analysis, 
the spatial and regional frameworks through the development of a more 
broad based general theory of location and space economy, to unravel 
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the interaction on physical environment of both time and space dimen- 
sions, then the resultant is a happy record and the reviewer is looking 
forward for the second volume which we are promised will utilise these 
tools and conceptual framework for regional analysis and towards an 
understanding of the structure and changing character of the spatial 
phenomena with great expectations. 


Bombay M. V. KuaAMBADKONE 


Sir Purshotamdas Thakurdas. By Frank Morars. (Bombay: Asia 
Publishing House, pp. 816. Rs. 17.50.) 


Brocrapuies of businessmen are rare in India. When one does 
appear, dealing with a leading businessman like Sir Purshotamdas and 
written by an eminent editor like Frank Moraes, one’s expectations are 
raised high. The book under review falls far short of these expectations. 


This is particularly disappointing as the shortcomings cannot be 
attributed to paucity of material, both the subject and the background 
being rich in incidents. Sir Purshotamdas’s life covers an interesting 
period in India’s political and economic history. It marked the 
beginning of India’s struggle for independence as well as its successful 
conclusion. In the economic sphere, the dictation of economic policy 
by English interests prevalent at the beginning of his life was replaced 
by a planned economy towards its end. In both the political and eco- 
nomic spheres and particularly in the latter, Sir Purshotamdas played 
a significant role. 


A biographer could not have called richer material for effective 
dramatisation. However, the narrative is throughout flat and often 
dull, and neither the subject nor the background comes out vividly ; 
though quotations abound, little attempt appears to have been made 
to study the original material. 


In a life abounding with incidents, like Sir Purshotamdas’s, two 
stand out with particular prominence—Sir Purshotamdas’s advocacy 
in 1926 of the Ish. 4d. ratio first in the Hilton Young Commission and 
then in the legislature and on the public platform, and his dispute in 
1956 with the Forward Markets Commission regarding fixation of 
cotton rates. 


Sir Purshotamdas skilfully allied nationalism with his advocacy 
of the Ish. 4d. ratio in his attack on Government-manoeuvred Ish . 6d. 
rate. In the campaign that followed, use was made for the first time 
in India of modern propaganda techniques to build up public opinion 
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on the issue. Even though it failed, the attempt did show that political 
nationalism had an economic background which could be effectively 
exploited for political purposes. The biographer tells this story flatly, 
enumerating listlessly the advantages and disadvantages of each ratio. 


The Forward Markets Commission episode is more recent and 
therefore fresh in memory, though the biographer does not venture 
to refresh the memory or increase the understanding of the issues at 
stake. In the narrow sphere, the Cotton Exchange could only concern 
itself with the Commission’s methods of dealing with the problem and 
whether its actions were right, not with the Commission’s right to deal 
with the problem. In the much broader aspects which the Cotton 
Exchange was precluded from dealing with, the question was whether 
all that the Government did was to the public good. The biographer’s 
defence of Sir Purshotamdas is unnecessarily legalistic ard verbal, 
lacking an analysis of the conflict that is bound to arise when power 
and responsibility are divided. 


These two episodes provide ample scope for the biographer. 
However, he lets the opportunities pass by. The material given by 
the biographer is not new or first-hand, and the narrative lacks just 
those touches of personal reminiscences which light up a subject and 
bring it to life. 


The biographer also tends to over-emphasise the public life of 
Sir Purshotamdas to the disregard of his personal or business career. 
Sir Purshotamdas was known as the cotton king and held directorships 
in a large number of big concerns. This was the field where his talents 
showed to the greatest effect. In personal life, Sir Purshotamdas 
is reported to have refused an invitation to Wimbledon after the comple- 
tion of the Hilton Commission’s Report, to be able to be with his wife 
who, he felt, had been neglected in the course of his work on the Commis- 
sion. Sir Purshotamdas is also known for his not placid temperament ; 
his relations with his colleagues would therefore be interesting. There 
is more than what is revealed in a personality like Sir Purshotamdas’s 
in this biography it all goes unrecorded. The scant attention paid to 
these aspects of Sir Purshotamdas’s life makes the biography stunted 
and unlifelike. Reading this book one fails to get an effective picture of 
the way our businessmen live and work. 


The biography is a one-sided story of one aspect of its subject’s 
life. 


Bombay PutrozE MEDHORA 
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The Physiology of Industry. By A. F. Mummery anv J. A. Hosson, 
(New York: Kelley and Millman, Inc., 1956. pp. ix. 215. $5.00), 


Few other economists have attacked prevailing theories with such 
courage of conviction and met with such opposition and neglect from 
established schools than John A. Hobson (1858-1940). Perhaps fewer 
still have had the honour of receiving recognition so late in life and so 
well after death. Hobson was the great ‘ economic heretic ’ who refused 
to accept the orthodox neo-classical economics which held its sway 
over British academic circles for a long time after the appearance of 
Marshall’s Principles of Economics. The Industrial Revolution, which 
was responsible for the unprecedented expansion in British economic 
life, gave rise to distressing conditions for the labouring classes. Agita- 
tion for socio-economic reform was condemned by orthodox economics 
on the ground that such reform would violate natural economic laws. 
Distressed by the failure of orthodox economics to explain the prevalent 
inequality and exploitation and unable to accept the theory enunciated 
by Marx, Hobson developed his own theory to explain economic pheno- 
mena and offer solution to maladjustments. Hobson wrote no fewer 
than thirty-seven books on a variety of topics and his most original 
contributions related to the fields of distribution, welfare and the 
business cycle. 


The Physiology of Industry (1889) is one of Hobson’s early books 
which he wrote in collaboration with his friend Alfred Mummery, a 
businessman and mountaineer. The book was far ahead of its time ; 
it met with such fierce opposition from the citadels of orthodoxy that 
it cost Hobson two Extension Lecturing Posts, one in London and the 
other in Oxford. Edgeworth roundly condemned the book while 
reviewing it in a journal in 1890. It took a course of nearly 50 years for 
Hobson’s original ideas to be appreciated and developed by Robinson, 
Chamberlin, Keynes and others. In his General Theory (p. 865) Keynes 
refers to this book as “ an epoch in economic thought ”’. 


The central theme of the Physiology of Industry is clearly outlined 
in the Preface. The authors begin by assailing the conclusion reached by 
Mill that “‘ saving enriches and spending impoverishes the community, 
along with the individual”. The purpose of the authors is “ to show 
that these conclusions are not tenable, that an undue exercise of the 
habit of saving is possible, and that such undue exercise impoverishes 
the community, throws labourers out of work, drives down wages, and 
spreads that gloom and prostration through the commercial world 
which is known as Depression in Trade”. This purpose is effectively 
fulfilled and ‘“‘ we are brought to the conclusion that the basis on which 
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all economic teaching since Adam Smith has stood, viz., that the 
quantity annually produced is determined by the aggregates of Natural 
Agents, Capital and Labour available, is erroneous, and that, on the 
contrary, the quantity produced, while it can never excéed the limits 
imposed by these aggregates, may be, and actually is, reduced far below 
this maximum by the check that undue saving and the consequent 
accumulation of over-supply exerts on production ; i.e., that in the 
normal state of modern industrial communities, consumption limits 
production and not production consumption.” 


The book opens with a list of definitions to help the reader grasp 
the exact meaning in which various concepts are employed by the 
authors. In the first chapter, the unity of the entire process of product- 
ion is emphasized, and in the second the existence of a quantitative 
relation between consumption and production is established. Mill's 
theory of infinite saving and infinite capital is refuted and it is shown 
that “ the capital of a community cannot be advantageously increased 
without a subsequent increase in consumption of commodities "’ (p. 37). 
The next two chapters are of crucial importance in the book. By 
a series of ‘ step-by-step” arguments, Chapter III takes us to the 
identification of depression in trade with insufficient consumption or 
excessive thrift. Chapter IV denies the impossibility of over-produc- 
tion ; it shows how the clash of interests between the community as 
a whole and the competing individual members in respect of saving is 
the cause of over-supply. Two plausible checks on over-supply, viz., 
a fall in general prices and a fall in the rate of profit, are examined and 
it is said that while the former is inoperative, the latter is the immediate 
cause of the very malady which it is supposed to prevent. 


The economic effects of the Franco-German War are cited in 
Chapter V to prove the validity of the conclusions reached by argument. 
The next chapter shows that labourers are the chief sufferers during 
depression which is caused by the saving habits of the rich. 


In Chapter VII the contention of the currency school that depres- 
sion is caused by insufficiency in the quantity of gold is refuted. The 
book concludes with a chapter on the practical conclusions arising 
from its theory, the most significant of which is “ that effectual com- 
bination amongst labourers would enable them to very matetially 
improve their position. ” 


The essential element in Hobson’s under-consumption analysis, 
viz. the unequal distribution of income, which formed the connecting 
link with his ‘ surplus’ analysis is not to be found in this book but is 
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developed only in his later works. It is true that Hobson’s “ Under- 
consumption Theory ” is defective in some respects on account of his 
failure to see adequately the possible role of changes in the rate of 
interest and in the state of business confidence. (Keynes : General 
Theory : Ch. 28). Nevertheless, considering the circumstances in which 
the book was written, one will readily echo Keynes’ statement that 
it represents an epoch in economic thought. 


The publishers have done well in bringing out a reprint of The 
Physiology of Industry under their series of “ Reprints of Economic 
Classics. 


Madras T. P. SUBRAMONIAN 


Surveys of Indian Industries, Vol. I. By Bapirua Srinivasa Rao (Oxford 
University Press, 1957. pp. vi + 358). 


INTENSIVE exploitation of the literature on our old industries like cotton 
textile, jute, sugar etc. by the writers in industrial economics has by 
now begun to yield diminishing returns. The repetitive nature of 
the literature on these industries has created a sort of repulsive attitude 
towards such studies. A diversion, therefore, from these stale stories 
to the fresh exploration of our new and growing industries is always 
welcome. Happily Mr. Rao devotes this volume to some of our new 
(except iron and steel and coal) and vigorously expanding industries 
generally referred to as “ heavy industries. ” 


The book under review is the outcome of a series of Surveys of 
Indian industries which appeared in The Statesman. In his capacity 
as an industrial correspondent to this journal, Mr. Rao studied almost 
25 industries of which 12 are published in this volume. It is perhaps 
for the first time that a systematic account of industries such as engineer- 
ing industries with their many ramifications, the non-ferrous metals 
industry, the petroleum industry, the chemicals industry, the drugs and 
pharmaceuticals, fertilisers, etc. has been made available. The book is 
divided into 12 chapters, each dealing with one industry. The account 
of each industry follows a set pattern. A brief history of its evolution, 
its present position regarding installed capacity, production and country’s 
requirements, obstacles to fuller utilisation of capacity, prospects of 
export and desirabilty of protection in form of import restrictions, the 
future production potentialities in relation to future demand—all these 
are discussed neatly and generally supported by useful statistical 
materials. 
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The book written as it is by an “ enthusiast rather than expert " is 
informative in its treatment rather than analytical. Even in the narra- 
tive aspect some of the issues on which “ it would have been pleasant to 
dwell” are left out. This is but natural in view of the fact that industri- 
al problems are varied and a venture to treat 12 industries with their 
various sub-groups in only about 350 pages involves in itself the sins of 
omission and commission. The reviewer fully appreciates, therefore 
the author’s difficulties in the “ process of selection, elimination and 
condensation.’ However, the author has tried to cover, though in 
a summary fashion, most of the points and has succeeded in his aim of 
taking the general reader on his industrial tour of exploration with 
a share in the author's enthusiasm. 


Bombay B. V. Menta 


Trend and Progress of Banking in India during the year 1956". (Bom- 
bay : Reserve Bank of India, 1957. pp. v + 150). 


Stresses and strains of the Plan characterised the trends in the sphere 
of banking too. This report tells a story of the same, drawing attention 
to the high level of demand for bank credit, continuous stringency in 
the money-markets and the other manifestations of an economy 
coming to grips with inflationary pressures. 


A very high level of demand for bank credit (increase of Rs. 151.3 
crores over 1955 level as on December 1956) was the result of a high level 
of investment activity—increase in imports (chiefly machinery) and 
to some extent speculative trading in commodities like foodgrains. 
In the very first year of the Plan, bank credit increased by an amount 
which was quite high in comparison to an anticipated level of Rs. 500 
crores for the whole plan period. There was a straight jump from 
Rs. 221 to Rs. 305.5 crores without any seasonal decline in case of in- 
dustrial credit which formed 38.5 per cent of total credit in 1956 against 
34.8 per cent in 1955. Commercial credit also increased from Rs. 323 
to Rs. 377 crores. In view of high level of imports of machinery, 
extension of industrial credit by Rs. 84 crores seems reasonable. If 
however a large amount of these imports were of the nature of extra- 
plan investment, commercial banks could be said to support such an 
expansionary trend. A greater degree of coordination between the 
ministries of commerce and industry, the ministry of finance, the 
Reserve Bank, and the banking system seems desirable. In the sphere 
of bank credit to commerce, speculative extension was feared and the 
technique of selective credit controls was applied vigorously with 
reasonable success. Even granting that the banking systems’ liquidity 
is kept continuously at a minimum level, selective credit controls 
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have their own limitations when inflationary pressures are gathering 
momentum and the term ‘ reasonably successful’ is perhaps the most 
appropriate comment on their working. 


The policy of controlled expansion of credit is quite laudable but 
one wonders how far it could have been followed if the Plan target 
of the deficit spending of Rs. 1200 crores was adhered to. Since currency 
circulation forms 70 per cent of the total money supply in India, in- 
creased liquidity outside the banking system would have far outstripped 
the increasing cash requirements of the public. Now that the dis- 
cussion shifted to as low a level of deficit spending as possible, the 
problem of unadjusted growth of bank deposits to money supply may 
crop up and can only be solved through controlled expansion. Much 
further work can be done in this respect. 


As against demand for bank credit, growth of bank deposits was 
slow and sluggish and deposits increased by Rs. 78 crores only. The 
results were : general stringency of funds, increase in interest rates, 
increase in velocity of deposit money, larger reliance of the banking 
system on the bill market scheme, and even reduction of the invest- 
ment portfolio by the banking system to the extent of Rs. 18 crores. 
Growth of deposits could have been larger if the balance of payments 
situation had not been so adverse. Stringency of funds naturally led the 
banking system to compete for deposits in a very aggressive manner. 


The conclusion, however, (Para 15) that since the currency com- 
ponent of the total money supply increased during 1951-56, it indicates 
an increasing extent of monetisation of the economy and accretion of 
income to people who are unaccustomed to the banking habit seems 
to be unpalatable. Data regarding total deposits to total money and 
quasi-money (i.e. time deposits) do not support such a trend. It is 
difficult to reconcile the two viewpoints: (1) of increasing share of 
notes and coins in circulation in total money supply and (2) of increas- 
ing importance of time deposits to total deposits. 


A long term issue in the above context is the desired rate of the 
growth of the banking system. This is not just a pure and simple 
problem of branch expansion as is generally believed. Diversification 
of commercial bank loan portfolios and the devising of new techniques 
of loan operations should also be thought of. The size of commercial 
banks and the degree and the level of competition of various categories 
of banks also enter as determinants. It would be Micawberian to 
expect a really rapid rate of growth of banking system without 
taking into account the above determinants. 


Bombay C. K. Suan 
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Size, Structure and Growth of the Economy of Jamaica. By ALFRED 
P. THorne, (West Indies: Institute of Social and Economic 
Research, 1955. pp. 112). 


Israel’s National Income 1950-1954. By Danie. CREAMER AND OTHERS. 
(Jerusalem : Central Bureau of Statistics, 1957. pp.115. $ 2.00). 


THERE has been a rapid growth of interest in national income studies 
since the end of the War. This has been stimulated by the need for 
making international comparisons and with the active co-operation of 
the United Nations standard definitions and methods have been laid 
down for the purpose. 


This study of the economy of Jamaica applies the methods and 
techniques standardised under the auspices of the United Nations to 
the economy of Jamaica with the object of developing meaningful 
and useful estimates for the purposes of economic analysis. Jamaica 
is undoubtedly an underdeveloped country looked at from the viewpoint 
of its standard of living and the place of subsistence production in its 
economy, but as the author points out, it is very much like Western 
countries in its economic organisation and the problems of the appli- 
cability of concepts do not arise so acutely. The present study is, 
therefore, of importance primarily from the viewpoint of statistical 
and accounting methodology and not so much from that of concepts 
and their applicability. The main lesson that can be derived from it is 
that with adequate effort and the judicious use of estimates based on 
qualitative assessment, it is not impossible to obtain a fairly detailed 
picture of a country’s economy. 


There can be no doubt that the present work throws a very consi- 
derable amount of light on the characteristics of the Jamaican economy 
and on the relations between the various sectors of the economy. This 
has been facilitated by the casting of the data in the form of a social 
accounting system on the lines recommended by the United Nations. 
Apart from the table relating to the industrial origin of the gross domestic 
product and a detailed statement of the sources for the estimates of 
its various components, sector accounts for the year 1952 are set out 
in full and the basic set of national accounts is presented for the three 
years, 1950, 1951 and 1952. 


The analysis of the picture emerging from these tables and accounts 
is contained mainly in Chapters [V, V, VII and VIII. In the fourth 
chapter, an effort has been made to analyse the size and structure of 
the economy. It is of interest here that the division of the industrial 
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sector into main exporting industries, other industries (primary) and 
other industries (manufacturing) as sectors for the purpose of setting 
up sector accounts has contributed much to the analysis. The economic 
pattern emerging from the sector accounts is analysed in Chapter V. 


The pattern of expenditure with special reference to its distribu- 
tion as between consumption and investment is studied in Chapter VII. 
In Chapter VIII, economic changes and the growth of the economy 
are analysed by comparing the picture of the economy in the three-year 
period under study with the years 1938 and 1942-43. 


The utility of this study, for those who are not specially interested 
in the Jamaican economy as such, lies, apart from the methodological 
issues to which reference has been made, in the analysis. The very 
useful conclusions that emerge from the study indicate the need for 
similar studies in other countries, including our own. 


The study of Israel’s National Income is much more modest in its 
scope. It does not attempt to present the national accounts of Israel ; 
we are told that these will be contained in a separate publication due to 
be published towards the end of the current year. A feature of the 
present report is the attempt to assess changes in the national income 
of Israel and its composition over the decade from 1945 to 1954. A 
decade is a short period in the life of a nation, but it has been a signi- 
ficant one in the history of Israel and there have been many significant 
changes over the period to which the present study draws attention. 


The authors have attempted a comparison between the economic 
structures of Israel and certain other countries as revealed by their 
national income data. Three other features of special interest are the 
study of unrequired transfers in relation to the national income, the 
comparison of means of payment and availability of goods and services 
in Israel and the analysis of industry differences by type of income 
share and value added per engaged person, 


The two reports form valuable additions to the growing literature 
on national income and social accounting in different countries. 


Bombay HANNAN EZEKIEL 


The Impact of the Union. Edited by Davin McCorp Wraicur. 
(New York : Kelley and Millman, Inc. 1956, pp. 405, $5.00) 


Tuts book is an evaluation of the labour union movement by eight 
top-ranking U.S. economic theorists: John Maurice Clark, Gottfried 
Haberler, Frank H. Knight, Kenneth E. Boulding, Edward. H. 
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Chamberlain, Milton Friedman, David McCord Wright and Paul. A. 
Samuelson. Every student of advanced (general) economics is familiar 
with these names, which are associated with some highly specialised 
branches such as international trade, risk and uncertainty, economic 
reconstruction, monopolistic competition, positive economics, dis- 
turbance economics and equilibrium analysis. These economic 
theorists have widely extended the frontiers of economics in a number 
of directions by contributing extensively to the economic theory, 
thereby enriching that social science. 


At the same time, it must be borne in mind that these theorists 
are not labour economists and as such are not very familiar with facts 
and figures of labour movement. Their approach to labour problems 
is through the economic theory and not vice versa i.e. they try to explain 
their theories with available facts and rarely take the trouble to revise 
the theories even when facts might demand their revision. The merits 
and demerits of the book under review are the inevitable result of the 
preoccupation of the economists with theory and the consequent compa- 
rative neglect of the practical side. This imbalance is seen even in the 
titles of the papers published in this book. Though the study is stated 
to be an evaluation of the impact of the trade unions, only three out 
of the nine papers deal with trade union action; the remaining six 
papers are concerned with wage problems, mainly because the “ wages ” 
field in labour economics offers excellent scope to theorists to weave 
their cobwebs with a free interplay of their theories. More than two- 


thirds of the book is concerned with such problems as criteria of sound 


wage adjustment ; full employment and inflation ; wage policy, employ- 


ment and economic stability ; economics and ethics of wage problem ; 


wages as a Share in the national income ; aggregate wages ; and economic 
theory and wages. These problems no doubt have a distant relation 
to trade union action ; but they are directly centred round wages and 
hence “ the wage problem ” would have been a more appropriate title 
of the book. 


The book contains nine papers, contributed by the eight economists 
and read at the Institute on the Structure of the Labour Market held 
at the American University, Washington on 12-13 May 1950. Lengthy 
excerpts from the oral discussion on these papers are also published and 
these give an insight into the minds of the economists and also explain 
many points raised in the papers. It is interesting to note how the 
mighty minds clash on some trivial theoretical points, such as rate of 
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productivity, its effect on wages or the extent of collective bargaining 
as a wage determinant. However, there has been some area of agree- 
ment resulting in the following few conclusions : 


(i) There are important social and non-economic reasons for 
having unions ; 


(ii) Labour power like corporate power must be subject to restraints 
for the public welfare ; 


(iti) The welfare of individual labour groups is not necessarily 
identical with the welfare of the country as a whole, or of 
labour as a whole ; 


The present expectations of many labour groups as to what 
should be considered a “‘ normal” pattern of wage increases 
(for example the 10 per cent. per annum pattern) are far in 
excess of any reasonable expectations that can be formed as 
to the future rate of growth of the economy’s productive 
capacity ; 


Many of the fringe-end benefits and pension plans now being 
demanded could, if pushed much further, prove far more 
harmful to the growth of the economy than simple wage in- 
creases ; and 


Many unions, by “ feather-bedding’ and other practices, 
create an atmosphere of slackness and sabotage, thus seriously 
retarding the efficiency of the fields concerned. 


Indian trade unions should study these conclusions, particularly the 
second, third and fourth. India is in the process of economic growth 
and the ever-increasing wage demands put forth by trade unions 
may satisfy the workers temporarily, though they have an adverse 
effect on nation’s economy and consequently on the working classes in 
the long-run. 


In spite of some of the limitations indicated above, the value of the 
book under review cannot be over-emphasized. It gives the considered 
views of leading economists on problems of wages and trade unionism 
and as such provides a valuable contribution to labour economics. 
Business and labour leaders, Government and labour students, in fact 
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all those interested in current economic problems, will find within 
a small compass a varied and interesting fare of material relating to 
different aspects of union’s role in the economy and provided by reco- 
gnised experts in the field. Clark discusses the wage determinants 
along with their inflationary effects.. Haberler supplements Clark’s 
paper with a study on the bearing of new wage policy upon employment, 
unemployment and economic stability. Knight’s essay, tracing the 
development of economics from ‘“ Crusoe economics” to the modern 
economic order, can serve as an excellent introduction to the science of 
economics. Boulding in his attempt to apportion the share of wages 
in the national income restates in a revised form the wage fund doctrine 
by defining the types of decisions regarding investment and finance 
which determine the total wage bill. Chamberlain, the high priest of 
monopolistic competition, is perturbed by the monopoly power of labour 
in the form of trade unions and recommends restriction on this power 
for the sake of national economy. Friedman fully supports him and 
advocates political and economic curbs on both enterprise and labour. 
Wright also advocates the same line but goes a step further when he 
states: “by their seniority and security schemes many unions are 
destroying opportunity and growth alike”; and also “by wage 
demands in excess of productivity it is possible to bring the process 
of investment to a full stop and cause unemployment.” Lastly, 
Samuelson makes a masterly survey of wage theories, from the mean 
subsistence to the purchasing power, and creates a feeling of their 
emptiness and irrelevance. 


There should not be any misleading impression that these eco- 
nomists are dry theorists, bereft of any literary or poetical talents. 
It may be a surprise to many of their students to find that these eco- 
nomists could put into simple verse some abstract economic analysis. 
For example, Boulding summarises the effect of wage increase without 
adequate production as follows : 


We all (or nearly all) consent 
If wages rise by ten per cent 
It puts a choice before the nation 
Of unemployment or inflation. 


Clark versifies in following lines the “ widow's cruse”’ theory : 


In case financial status totters 
And you have little left to lose 
Just cast your bread upon the waters 
And thus acquire the widow’s cruse 
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Talking about the social and individual benefits of innovation, 
Boulding asks : 


We all agree that state and nation 
Will benefit from innovation, 

The question we must answer later 
Is, will it help the innovator ? 


Lastly, referring to effects of increasing wage demands on the 
economy, Clark says : 


If workers, low-paid, seek to better their lot 

By grabbing some dough from the rich, 

It makes jobs for more workers—or else it does not ; 
It cannot be positive which. 


S. D. PuNEKAR 
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NOTES 


Indian Immigrants in Kenya—A Reply to the Rejoinder 


Dr. Racuava Rao’s rejoinder in the April, 1957 issue of the Indian 
Economic Journal does not answer my criticisms. He now shelters 
behind the contention that he “ was writing about immigrants only ”’ 
whereas I base my conclusions on the statistics relating to the entire 
Indian Population of the Colony, that is “ residents plus immigrants.” 


This contention makes the confusion worse confounded. Dr. Rao’s 
questionnaire was addressed to heads of households, most of whom 
were born in India and are “ immigrants ’’ within the meaning attached 
to this term by him. Indian links with East Africa are very old but 
the present large-scale settlement started barely fifty years ago. A vast 
majority of the children of the “‘ immigrants’ are local born but the 
immigrants themselves are still alive and are the heads of households. 
That is why Dr. Rao was able to send his questionnaire to every tenth 
householder on the voters’ roll without an attempt to find out the place 
of birth of each such person. The distinction Dr. Rao draws between 
immigrants and “ residents”’ is a distinction without difference, 
If, therefore, his sample is representative of “‘ immigrants” and their 
children, it should be representative of the whole Indian population of 
Kenya. If any large proportion of heads of households were, in fact, 
Kenya-born, a large proportion of replies to questionnaires would 
have had to be rejected because they came from “ residents”’. There 
is nothing in Dr. Rao’s article to suggest that this was the case. 


The replies of Dr. Rao to my specific points are rather general. 
I criticised his “* household *’ because it was “ a group of people, not 
all living in the same house or even in the same country but connected 
with one another by ties of blood in some cases and by ties of friendship 
in others.” He draws my attention to one of his sentences which says 
that if ‘* the households of the biggest size are omitted, the size of the 
average houschold works to 6-01." I fail to see how this meets my 
criticism which was levelled at the table in paragraph 9. The table 
analyses all the 181 “* households ’’ and these include relations in India 
and “ friends’ in Kenya. Dr. Rao now says: why should some per- 
sons “be excluded if they ate and slept in the same household?” 
But my points are two. 
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First, these persons supposed to comprise a household did not in 
fact eat and sleep in the same house. Some of them were in India. 
Dr. Rao’s table was apparently based on information supplied in answer 
to his questions 15 and 16. He asked: ‘‘ How many members are there 
in your family in British Kast Africa?” Figures were required for 
various relations and “‘ Domestic servants from India.” Now, the 
survey is supposed to relate to Kenya but Dr. Rao asked for numbers 
of family relations (parents, brothers, sisters, sons, daughters, other 
relatives) living in the whole of British East Africa (which means Kenya, 
Uganda, Tanganyika, and Zanzibar). Can he now reasonably contend 
that his table includes only persons eating and sleeping in one house ? 
Question No. 16 asked for numbers of dependents in India. 


Secondly, my criticism is that even though the ‘* household”’ con- 
tains parents, brothers, sisters, sons, daughters, and other relatives the 
income of the household (shown in the table in paragraph 21 of the 
original article) is only the income of the head of the household. Dr. 
Rao’s only reply is that there is nothing to make me think that way. 
There is every reason for my statement. Dr, Rao’s questionnaire asked 
for “‘ your” age, the name of the highest examination “you” have passed, 
“ your ** occupation, and information about various things “ you ” have 
done. Then the question was asked: “‘ What is your monthly or 
annual income? ”’ (Italics mine). No information was required about 
the income of parents,, brothers, sisters, sons, daughters or other 
relatives included in the household. A rough statistical test can also 
be applied. Dr. Rao works out the average income of a household at 
Sh. 822/70 per mensem (or £493-6 per annum). According to a census 
of employment and wages taken by the East African Statistical 
Department, the average wage of an Asian male employee in 1954 was 
£410. No corresponding figure for 1953 is available. But seeing that 
Dr. Rao’s sample of 181 included 68 shop-keepers, the average income 
of his informants should be higher. These are the two main reasons 
for my view that while his household includes more than one earning 
member, he asked for and obtained information about the income of 
only one of them. 


In my Note I drew attention to one or two particular conclusions 
which made Dr. Rao’s sample unrepresentative. ‘The sample included 
38-1°, graduates and post-graduates. I stated that the total number 
of Indians in this category could not be more than 686. This is less 
than 1% of the whole population. Even if households only are taken 
into account, the figure is less than 8%. Dr. Rao’s reply is nebulously 
vague. He contents himself with the statement that I was comparing 
the number of Indians in this category with the total population instead 
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of the number of households. I admit my error but this does not make 
his sample representative, because the figure of 33-1°% is ten times the 
actual figure. 


Another indication of the unrepresentative character of Dr. Rao’s 
sample is his conclusion that 22-2°%, could read and write the Kiswahili 
language. My criticism was that we in Kenya are still looking for an 
Indian capable of writing Kiswahili. In reply, he states that his con- 
clusion is based on the information given in answers to the questionnaire 
whereas my view is the result of my “ observations”’ only. First, 
during my 33 years’ stay here I have come to know more heads of house- 
holds than 181. Secondly, it is impossible for Dr. Rao to make a 
positive statement with regard to Kiswahili on the basis of answers 
to the question : “* Do you read and write any of the African languages ? 
Yes or No” and “ Do your children read and write any of the African 
languages ? Yes or No.” There are hundreds of African languages. 
Kiswahili is one—although the most important of them. No question 
was asked about Kiswahili. This is like trying to find out the number 
of persons who can read and write Hindustani by looking at answers to 
the question : “ Do you read and write any of the Indian languages ? 
Say Yes or No.” 


The fact, as every Kenyan knows, is that the Indian capable of 
writing an African language is as scarce as the snowman. 


Kenya Colony, 
Nairobi CHANAN SINGH 


Indian Immigrants in Kenya—A Final Rejoinder 


Tue points raised by Mr. Chanan Singh are given below : 
1. That my questionnaire was addressed to households most of 


whom were born in India. 


2. That the distinction I drew between “ immigrants” and 
** residents ”’ is a distinction without difference. 


83. That my ‘household’ was a group of people, not all living 
in the same house or even in the same country, but connected with ties 
of blood in some cases and by ties of friendship in others. 


4. That these persons supposed to comprise the household did not 
in fact eat and sleep in the same house. . 
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5. That even though the household contains parents, brothers, 
ete. the income of the ‘ household’ is only of the head of the house- 
hold. 


6. That the income according to my data was higher than that 
according to the East African Statistical Department. 


~ 


7. That my sample from graduates was not representative. 


8. And that my statement that 22-2°, could read and write the 
Kiswahili language is not correct. 


My replies to these points are as follows : 


1. It is mentioned in paragraph 4 of my article on Indian Immi- 
grants in Kenya, published in the July 1956 issue of the Journal that 
my questionnaire might be filled in by immigrants only. Most of the 
returns were from immigrants. A few returns were from residents or 
non-immigrants. But they were placed in the category of the 21 
returns, which were not used. Nothing went wrong thereby. 


2. Most of the households, with immigrants as heads, contained 
some members who were born in Kenya. Theoretically, such house- 
holds can be called “* Mixed households.” Households wherein all the 
members including their heads were immigrants might be a few. They 
may be of one member or two members. As soon as a child is born in 
Kenya in such a household, the household can be called “* mixed.” 
This theoretical distinction complicates the study of all the socio- 
economic effects of immigration. These effects continue long after 
children are born in the place of immigration. It is meaningful and 
simple to divide households into two groups—immigrant and non- 
immigrant or resident. My study is primarily of the heads of house- 
holds. For studying the phenomenon of immigration, it is appropriate 
to define the immigrant household as a household whose head is an 
immigrant. 


3. I did not mention in my article that the household is a ‘ group 
of people, not all living in the same house or even in the same country, 
but connected with one another by ties of blood in some cases and by 
ties of friendship in others.’ I did not state anything which even 
implies the above interpretation. 


4. The table in paragraph 9 of my article was based on replies to 
item No. 15 only in my questionnaire, which refers to persons in British 
East Africa. Only those persons who ate the food prepared in the 
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same kitchen were considered as members of one household. Details 
of other persons whether residing in India or elsewhere did not enter 
the table. 


5. My study was chiefly of the heads of households. A few details 
regarding other members of the households were collected incidentally. 
Tables in paragraphs 18 and 21 show income of heads of households. 
Incomes of other members were outside the scope of my study. 


6. Mr. Chanan Singh compares my data of incomes of heads of 
households, who are immigrants, with the East African Statistical 
Department data regarding the wages of Asian male-employees. The 
average annual income according to my data was £ 493-6 while accord- 
ing to the other source it was £410. The difference can be explained. 
The income of the head of the household is generally larger than the 
income of the average member of the household, the former being general- 
ly the eldest person. In countries of immigration, immigrants are 
older than residents who were born of immigrants. My data covered 
almost all types of occupations, while the other data were in respect of 
wages only. These explain the lower figure of the East African 
Statistical Department. 


7. Iclearly stated in paragraph 4 of my article that 181 households 
could not be claimed as a sample in the strict sense, but they were fairly 
representative of the universe covered. As regards the educational 
qualification of the heads of households, Mr. Chanan Singh may be 
knowing the limitations of surveys by questionnaire method. The 
very rich and the very poor do not take the trouble of filling in question- 
naire. Associations and teachers helped me in getting the questionnaire 
filled in. Probably a larger proportion of graduates and post-graduates 
than that in the universe entered my sample. I did not have ade- 
quate resources to supplement the questionnaire method by observation. 


8. Mr. Chanan Singh is confused on the issue about the knowledge 
of Kiswahili language. My question was “ Do you read and write any 
of the African languages? Yes or No.” This is similar to the question 
asked at the time of the Indian Census to ascertain whether a person is 
literate or illiterate. But Mr. Chanan Singh appears to be thinking 
about proficiency in Kiswahili language. 


Delhi G. RacHava Rao 


(This controversy is now closed—Ep.) 


NOTES 


Labour Management Co-operation—The Problem of Definition 


aditional Labour Economics 
Tr 


NURTURED as we are in regarding “ industrial relations "’ as a “ growing 
pain ”’ of the twentieth century society, the phrase Labour-Management 
Co-operation appears even to a theorist of Labour Economics somewhat 
of an oxymoron. This is almost wholly the result of a set perspective 
and traditional analysis of ‘ Labour Movement’. This growth of labour 
movement is described as ‘ the child of modern capitalism out of in- 
dustrial revolution......as a reaction against capitalism ’.' To this we 
must add that for historical reasons of the emergence and progress of 
industrial revolution in Great Britain and the West, it was the liberal 
-apitalist society that came to be more and more specifically emphasised 
in the growth of patterns of behaviour and in the ultimate goals of 
Labour Organisation. 


In this way, starting with paternalism of the Employer (the capita- 
list attitude, the cash nexus, economic individualism or laissez- 
faire, the profit motive and the acquisitive society), it left little 
choice to labour other than to build up and control an organisation 
of its own that would take the workers from the ‘ evil’ te the ‘ good ’ 
society. Whilst thus there is great unanimity as to the origins of this 
labour-movement in these seeds of industrial strike, there is wide diver- 
gence in the analyses of the various stages or links through which (via 
union organisation and collective bargaining) the organised worker has 
become an accepted force and power in modern society. 


Appraisal of Labour Movement 


These various appraisals of the growth of labour movement speak of 
organised counter-pressures for the economic restoration or betterment 
of workers’ lot in a competitive world, where contract had replaced 
status (moral and material status) and wherein even faith in the self- 
adjusting, self-equilibrating forces could not restore to him the loss of 
his independence and social function. The economic or social historian, 
too, has looked upon the growth of trade unionism sometimes as a part 
of the general bureaucratisation of economic life (the iron law of bureau- 
cracy and oligarchy), sometimes, as a part of the process of social dis- 
organisation, resulting from separation of the worker from any evident 
social purpose ; sometimes as a part of the growth of group-antagonisms 
or of the contradictions of the industrial order, of the loss of faith and 


Y The phrases are those of G. D. H. Cole in A Short History of British Working 
Class Movement, 1789-1947, p. 6. 
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of the increasingly divergent habits of thought. The cynic has viewed 
this growth as the organisation of collective pressuse for exerting im- 
possible or untenable demands by workers, often misled, often im. 
prudent or ignorant and often too selfish—too callous or too unfair—to 
play the game. There is, finally of course, the evaluation of this growth 
by the labour historian, when he traces it from paternalism through - 
welfare (and protective) legislation by Governments, the right of 
association and stages of collective bargaining to the existing place won 
by ‘Trade Unions in the political and social set up of modern industrial 
society. Apart from these evaluations, for our purposes, we have to 
note that these stages of growth have now logically led up to the demand 
for workers’ share in the Enterprise—in its management, in its profits, 
in its ownership. With the insecurities of labourer’s status in Produce. 
tion removed and the strength of Trade Unions recognised, this partner. 
ship in production must be regarded as the last lap of labour in its march 
towards the goal. The 26th Session of the I.L.O. and the Philadelphia 
Charter not only emphasises the equal status of labour with the 
Employer and Government, but enumerates as one of the aims of the 


[.L.O. to be : 


Ill(e) ** The effective recognition of the right of collective bargain- 
ing, the co-operation of management and labour in the continuous 
improvement of productive efficiency and the collaboration of workers 
and employers in the preparation and application of social and econdmie 
measures.” 


This epitomizes the position on an international level—a resolution 
to which 47 nations put their signatures in 1944. But it is well known 
that almost since the end of the First World War joint consultation in 
the form of Works Committee ete? (e.g. Whitley Councils in U.K.) 
has been developed in various countries at different levels in industry. 
Indeed, the experience of the last war years gave a great fillip to this 
development in empioyer-employee relations. Perhaps the greatest 
example of “ the greatest triumph in the history of the German labour 
movement ’’ was the enactment of “ co-determination ’’ at the plant 
level into a federal law in West Germany firstly, in steel and coal 
industries in 1951 and then into a general law in 1952, with Federal 
and State Economie Councils and Economie Chambers covering all 
industries and trades for promoting “ self-administration’’.* 


2 Some very interesting debates took place on this subject in Great Britain at 
the time of the Royal Commission on Coal 1918-19 as can be seen from G. D. H. Cole's 
evidence before it as a leading member of the National Guilds League. See also his 
Self-Government in Industry (1917) Ch. VI. 

% For details see Clark Kerr’s ‘Survey of the Trade Union Management and 
Redistribution of Power in Post-war Germany’ in Quarterly Journal of Economics, 
November, 1954. 
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It will be seen that this development of joint consultation in 
employer-employee relations, with which we deal here, is different from, 
and on a much wider and more significant plane than, the profit sharing 
and co-partnership schemes that were begun towards the end of the 
last century. It is this ‘“‘ co-determination ” in the management spheres 
that is meaningful in Labour Management Co-operation. 


Limitations of the Traditional Analysis 


But there are grave limitations to this traditional approach and 
analysis of the growth of labour organisation—even from a strictly 
theoretical viewpoint. As we have seen, this approach is almost wholly 
in the context of the liberal capitalism that first took root in Great 
Britain and later spread in the West, in the wake of its industrial 
advance. But the present century—beginning with Japan’s emergence 
as an industrial power and more clearly after the 20’s—has shown that 
this liberal capitalism itself is only a leading species of a large genus— 
that capitalism may in its own process take various forms—that it need 
not necessarily grow from below with the capitalist employer as the 
typical entrepreneur. The requisite stimulus for economic advance 
may be provided by the State and this capital growth may be borne on 
nationalistic ethics instead of on individualism and competition. This 
means that industrial relations, then, have to be examined in the larger 
context of industrialism, instead of only as a challenge to capitalism. 
It has to be recognized that industrialisation may take different forms 
in. different countries depending upon the past forms of economic acti- 
vity as well as their religious, racial and cultural relations. This would 
mean that in the process of industrialisation, there may be varying 
forms of the structuring* of labour force and the reconstruction oi the 
inter-relationships in law and in convention (or regulative practice) 
between the labour, the employer and the government ; for, the process 
of industrialisation involves not only the role of the machine (and of 
division of labour) but new links between the town and the countryside, 
between primary, secondary and tertiary industries’ and the changes 
in the industrial working force in response to changing patterns of the 
productive process.* Thus to take only one example : With the advent 
of industrial revolution in the ninteenth century, there was not only 
a trek of the village labourer to towns, but as the twentieth century 


‘ By structuring of labour force is meant not merely the relationship of the 
workers to the productive processes, but the relations of the former to these changes 
and the resulting organisation (and disorganisation) they have to pass through. 

5 See for example, recent changes in Labour Force by economic sectors in 
10 countries in the Article on ‘World’s Working Population.’ International 
Labour Review, May (p. 510) and August (p. 176 et seq) 1956. 

* For example see other tables in the above mentioned paper. 


: : 


210 THE INDIAN ECONOMIC JOURNAL 


has shown, there has been a great bridging of the gulf between the village 
and town labourer particularly with the advent of cheap electric power. 
Again, talking in terms of different national achievements, we must take 
cognizance of industrialisation not only of the British or American 
pattern but also of the U.S.S.R. It is not our present theme to dilate 
upon the various patterns of industrialisation that have resulted from 
the process of economic growth in different parts of the world. Suffice 
it to emphasise that for these reasons, when the labour-theorist now 
speaks of industrial relations, he must enlarge his ken and not deal with 
them as merely a challenge resulting from a certain historical back- 
ground or organic shortcomings of a certain economic order. 


Developments in Economic Organisation 


There is a third conceptual development that also needs to be 
emphasised at this stage. Three great forces have signified the 
change from the 19th century to the 20th : (1) The revolution in chemi- 
stry that took place at the turn of the century, (2) the new sources of 
inanimate power that have now culminated in the emphasis on atomic 
and solar energies and (3) the equally great—though less spectacular— 
changes in Organisation. We are not concerned here with the various 
forms that industrial organisation has taken during these five or six 
decades, nor with the problems of their ownership and control that 
they have raised. Indeed, in the case of most of these the stage of 
experimentation has not yet passed. In the field of Industrial Relations, 
however, they have definitely brought about new set-ups of employer- 
employee relationship and from a larger social viewpoint reorientated 
industrial philosophy. 


(1) There is, for iastance, firstly, with the advent of Joint-stock 
Companies, the disappearance of the entrepreneur-employer and the 
emergence of the manager—the employee manager. Besides the 
impersonalisation in the managerial procedures, there has also been 
a veritable revolution in the management technique. For instance, 
with the growth of ‘ Scientific Management ’ and of ‘ Human Relations ’ 
technique, there is now an increasing emphasis on the carrot instead of 
the stick. 


(2) There is also the growth of public sector—of nationalisation 
of industries, of State-ownership and control of industries. These, 
by themselves, may not have transformed the status or dignity of the 
wage earners vis a-vis the Management. But nationalisation does at 
least change the essential impluse of the profit motive and much more 
than that, the distribution of economic power in society. 


i 
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(3) There has not only been a growth of social conscience in terms 
of industrial philosophy but also an increasing emphasis on economic 
democracy for the success of political democracy. All this bas also 
meant a widening recognition of the social obligations of business. 


(4) Further, it is also not without significance that while co- 
operative socialism—such as that of Robert Owen at New Lanark in 
1820’s—was dismissed as utopia, an increasing number of experiments 
in the succeeding generations have been carried out in profit sharing, 
in co-partnership and even in some forms of joint consultation in indi- 
vidual joint-stock companies.’ 


(5) Even as early as 1916, the Whitley Commission in U, K. said : 
“We are convinced, moreover, that a permanent improvement in 
Industrial Relatio1.s between employers and employees must be founded 
upon something other than cash basis.”’* Since the end of the First 
World War, therefore, we have a growing number of experiments in 
joint consultation, and these were even more fruitfully tried out during 
the last World War. By these examples of the success of the new human 
relations technique in France, Great Britain and the U.S.A., great store 
is sought to be laid and great hopes are sought to be raised for the 
future of this approach to the problem of Industrial Relations, Let us, 
however, content ourselves, here, with raising the more fundamental 
issues of Industrial Relations which these five different types of 
developments raise. 


Three Issues 


From the foregoing discussion three major issues would be easily 
seen to emerge. Firstly, that even when we view the labour movement 
as the *‘ Challenge of Industrial Relations, ’ its growth, its organisation 
and the status it has achieved would now logically bring the question 
of a more effective partnership of labour to the fore. Indeed, it was 
for stressing this conclusion that we have cited Section III(e) of the 
Philadelphia Charter. Perhaps this conclusion would be strengthened 
when we refer to the “ Joint Economic Pluralism ” or the “* New Order 
for the Economy” in the post-war West Germany. Here the ‘co- 
determination. ’ for the steel and coal industries in 1951 was passed into 
a general law in 1952.® As we are confining ourselves to the democracies 


7 For example, John Lewis in England. Compare the opening Chapters 
of the Whitley Commission Report in 1916. 

8 Similar sentiments were reiterated by the Royal Commission on Labour in 
India in 1930. 

* We are not concerned with the success or otherwise of this co-determination 
or economic pluralism here ; but reference may be made to Quarterly Journal of 
Economics, November 1954 for ‘A Survey of the Trade Union Movement in 
Post-war Germany * by Clark Kerr. 
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only, we need not refer to the example of Yugoslavia where this joint 
consultation has bee: taken even much further. 


Secondly, adopting the wider perspective of industrialism—referred 
to above—a democratic set-up demands that the tripartite machinery 
of the employer-employees and Government must now be more clearly 
defined in terms of their social functions. Neither the employer nor 
the Government must now assume what J. S. Mill called “ a dependent 
worker.” 


Thirdly, it is not just the question of the recognition of the status 
of one or the other of these three, on the ideological plane ; for, the 
issue must resolve itself as to the manner in which the regulatory or rule 
making powers within a single industrial unit are to be distributed ever 
the three sides of this triangle. In the wider sphere of law making 
and controlling strife, the history of Industrial Relations is replete with 
examples of two sides of a triangle being greater than the third, whether 
we take the Ludlow Massacre of 1914 in U.S.A. or we take the post- 
second World War Labour Government of Great Britain. We are of 
course leaving out the case of totalitarian States where the hypotenuse 
remains the greatest side. 


The Problem of Definition 


What then are we to understand by the term Labour Management 
Co-operation or what are its implications? The foregoing conceptual 
analysis of Industrial Relations should lead us to a proper definition of 
the term; but before we formulate such a definition, let us further 
clarify the concept by briefly analysing the sphere in which this has to 


be applied. 


The perimeter of industrial relations—though it has kept on 
expanding during the past century—is no longer the subject of much 
debate or controversy ; (1) Wages and wage structures, including 
minimum wages and price policy, (2) Conditions of work—such as 
factory layout, hours of work, industrial safety and health, (3) Factory 
Legislation, (4) Industrial Welfare including housing, education and 
leisure of workers and health service and other amenities, (5) Employ- 
ment and Social Security, (6) Organisation of Labour and Trade Union 
Movement, (7) Industrial Strife, (8) State and Industrial Disputes, 
(9) Personnel Management and Public Relations, (10) Incentives to 
Production and (11) “ Union Challenge to Management Control.” 


Let us juxtapose these problems with those of the sphere of 
management. The word * Managing’ usally implies one or more of the 
following actions : to direct, guide, control, govern, regulate, administer, 
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conduct, discipline, make obedient (‘ boss’) supervise, superintend, 
cope with, carry on, initiate, co-ordinate, correlate, take charge, over- 
see, execute, decide, organise. These functions are distributed over the 
different levels of managerial hierarchy. As against these, the sphere 
of management is, very largely if not almost wholly, covered by : 


Finance 


Raising of necessary capital 
Dividends 

Reserves 

Amortization and depreciation 
Accounting procedures 
Insurance 


Budgeting 


Personnel 


Type of personnel 

Size of force 

Hiring, dismissal, allocation, 
and discipline of work force 
Wages and hours 

Employee advancement poli- 
cies (Vacations, pensions, etc.) 
Promotions 

Health, safety and _ social 
conditions 


Procurement 


Purchase of raw materials 
Organisation of suppliers and 
sub-contractors. 


Production 


Design and engineering 
Types of machinery and equip- 
ment 

Job content 


2 


< 


3. 
4. 


Methods of operation 
Rates of operation 
Standards of quality 
Maintenance 


Distributi 


Quantities of production 

Sales policies 

Distributing organisation 

Marketing 

Advertising 

Inventories 

Credit policies 
Coordination 

Line of products 

Selection of key personnel 

Research and Development 

Extension or contraction of 

capacity 

Location of plants 

Prices of products 


Collective bargaining 
Trade and industry relations 


State and Public Relations 


Company organisation and 
Company Law 

Control and Development Act 
legislation 

Assignment under Planning 
Public Relations organisation. 


It will be seen, when we juxtapose these two lists, that in the case 


of individual plants when a certain stage is reached in Union Manage- 
ment Relations—either through the imagination displayed by manage- 
ment (it may even be enlightened self-interest) or by the success that a 
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Union has achieved in bargaining—a number of activities belonging to 
the sphere (and ‘ prerogatives’) of management are brought to the 
common table for joint discussion or joint decision by management and 
labour—the former being joint consultation, the latter, labour manage- 
ment co-operation. Historically, again, banking on the success in the 
greater part of field of industrial relations and with a view to ensuring 
success in the remaining sphere, governments have recommended 
through legislation (or supported and encouraged voluntary efforts at) 
such consultation and co-operation, more especially, in times of crisis 
like a war, for obvious reasons. 


But in the democracies, at any rate, it is also recognised that serious 
debate of this problem, for obtaining its solution, has just started and 
a large amount of loose thinking, undoubtedly and naturally, prevails 
on this issue. In our opening paragraphs, we have described Labour 
Management Co-operation almost as a contradiction in terms. It is 
also described as “ Union Challenge to Management Control” or 
‘“* Union Penetration of Managerial Areas.’ Perhaps, this confusion is 
basically due to the fact that the problem raises issues that are not only 
economic but also those that are legal, psychological, sociological (i.e., 
political and ethical) and technological. But is this conglomeration of 
issues not true of many problems in industrial relations ? 


The foregoing analysis and conceptual approach, however, should 
at least enable us to understand the basis of this labour management 
co-operation and lead to its definition as a concept. 


Definition 

Having risen from the position of a worker solely dependent 
on employers, with its status asserted through collective bargaining, 
its rights and obligations acknowledged in industrial democracy, 
Labour, along with Management, seeks security, recognition and 
self-expression. Labour Management Co-operation then means 
not only the framing of machinery and the rules of its operation, 
but also the distribution of rule-making powers in the gamut of 
industrial relations. 


The basis of such co-operation arises out of (1) an understanding of 
economic circumstances, (2) a steady demand for labour that is ‘ struc- 
tured ’ for industry, (83) Union objectives and workers’ attitudes having 
at least basic common goals with management in production, (4) a 

ature management and (5) a rank and file of labour (through its 
Coben able and willing to understand and appreciate changing 
economic conjucture. 


Bangalore M. Munsur 
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Theory of the Choice of Products by a Cash-cum-Subsistence Grower 


Tue problems which any cultivator has to try to solve can broadly 
be divided into two groups: (1) the problems relating to the choice of 
products and (2) the problems relating to the combination of factors of 
production, We shall here consider the problem of the choice of 
products in relation to the cotton grower in India. 


In considering the problem of the choice of products, the cultivator 
would to a great extent be influenced in his decisions by the natural 
conditions in which he has to work, e.g. the nature of the soil, climate etc. 
Assuming that our imaginary cultivator is situated in the heart of 
a cotton tract, where natural conditions of soil and climate permit him 
to grow cotton, we have now to enquire as to the considerations, which 
he will have in his mind while deciding how much land he should devote 
to cotton, and how much to the alternative crop, jowar. 


In the case of a cultivator, who produces mainly for sale on the 
market, the choice of products would depend on the relative profita- 
bility of various enterprises or combinations of enterprises, which are 
possible with a given combination of factors of production on the other 
hand, it is also equally clear that in the case of a peasant, who produces 
mainly for home-consumption, the choice of products would depend on 
the scale of preference of the peasant family for various crops, that can 
he grown, with the factors of production available. The most impor- 
tant aim of the cultivator producing mainly for the market would be to 
maximise the net monetary returns from various enterprises. There- 
fore if we imagine a * Cash-value-of-product-hill, * he would try to reach 
the highest possible contour on that hill. On the other hand, the 
peasant producing for his own family would aim at maximising the 
total satisfaction of the family from consumption of various crops ; 
and therefore he can also be described as trying to reach the highest 
possible contour on the ‘ hill-of-satisfaction-derived-from-the-consum- 
tion-of-home-produced-crops.’ In the real world, however, the vast 
majority of the farmers are neither complete ‘ cash-farmers’ nor pure 
‘ subsistence farmers.” They can best be described as ‘ cash-cum-subsi- 
stence farmers,’ i.e. they partly consume what they produce and partly 
sell on the market. An ‘ average’ cotton-grower in India can also be 
classified as belonging to this group of the ‘cash-cum-subsistence farmers’. 
How will the choice of products be determined in the case of such 
farmers 


The choice of products in the case of a cash-cum-subsistence farmer 
would depend partly on the relative profitability of growing alternative 


q 
q 
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crops as determined by the market conditions, and partly on the needs 
of the farm family itself as determined by its scale of preferences. 
The aim of such a cash-cum-subsistence farmer would be to reach 
simultaneously sueh contours on the ‘ cash-value-of-product hill’ and 
the ‘hill of satisfaction-from-the-consumption-of-the-home-produced- 
food,’ so as to maximise the total satisfaction from both the sources, 
viz. cash on the one hand and home-produced food on the other. If 
we assume that the cotton grower has to choose between two crops only, 
say cotton and jowar, that the Production Possibility Curve with 
reference to these two crops is fixed, i.e. the quantum of inputs is fixed, 
and the technique of production remains unaltered, then the choice of 
products in the case of such a cash-cum-subsistence cotton grower 
would depend on : 


(a) the Price Ratio between Jowar and Cotton ; and (b) the scale 
of preference of the cotton grower (and his family) between the home- 
produced jowar wanted, and the cash wanted. 


As noticed before, in the case of a cash farmer, the price ratio alone 
will influence the choice of products, because his immediate aim is to 
reach the highest possible contour on the ‘ cash-value-of-product hill. ’ 
But in the case of the ‘ cash-cum-subsistence farmer,’ he will be prepared 
to climb down on the ‘ cash-value-of-product hill’ to the extent that he 
derives satisfaction from the consumption of the home-produced food, 
i.e. to the extent that he climbs up on the ‘ hill of satisfaction-from-the- 
consumption-of home-produced-food.’ Ultimately, he will reach a 
point, where the loss of satisfaction by giving up one unit of cash will 
outweigh the gain of satisfaction from the consumption of one more 
unit of the home-produced food. This point will be determined by the 
scale of preference or the indifference system between the home-produced 
food on the one hand and cash on the other. 


Now, there can be three alternative situations in which a cultivator 
may find himself : 


(a) Where the quantity of jowar which he wants for consumption 
at home is less than the quantity that he would produce according to the 
prevailing selling prices of jowar and cotton in the market in which he 
sells his produce. Such a cultivator, for purposes of the present dis- 
cussion, may be called a ‘surplus cultivator; ’ 


(6) where the quantity of jowar that he wants for consumption 
is just equal to the quantity that he would produce according to the 
prevailing selling prices of jowar and cotton in the market in which he 
sells. Such a cultivator may be called a ‘ balanced cultivator’; and, 
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(c) where the quantity of jowar that he wants for consumption at 
home is more than the quantity that he would produce accoding to the 
prevailing selling prices of jowar and cotton in the market in which he 
sells. Such a cultivator may be called a ‘ deficit cultivator. ’ 


In the cases of the ‘ surplus cultivator’ and the * balanced culti- 
vator,’ the quantities of jowar and cotton that the cultivator will 
produce will be determined by the prevailing prices of jowar and cotton. 

_In the case of the ‘ surplus cultivator,’ the quantity of jowar that he 
will consume at home will be determined by the indifference curve of 
the cultivator between cash and jowar and his ‘income line.”! (See Dia- 
gram), In the case of the balanced cultivator he will consume at home 
all the jowar that he produces, and he will obtain the necessary cash by 

selling cotton only. In the case of the ‘deficit cultivator,’ if we assume 

that he has the facilities to purchase the additional jowar, the maximum 


Cotto» | 


Tewer 


Diagram illustrating the choice of products of a cash-cum-subsistence 
cotton grower. 


* In the Diagram the * income line ’ is shown by the line NP, which represents 
the price ratio between cotton and jowar. Thus, at the point F on the line NP, the 
total cash income is given by the money-value of OC cotton plus the money value of 
OD jowar. Any other — on the line NP also shows the same cash income, as the 
slope of NP represents the price ratio between cotton and jowar. 
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profitable limit of producing jowar at home will be determined by the 
point where the ‘ opportunity cost’ of producing one unit of jowar in 
terms of the selling price of one unit of cotton just equals the price at 
which the cultivator can purchase jowar. (The purchasing price of 
jowar would obviously be higher than the selling price of jowar in 
normal conditions). This point of maximum profitable limit of produc- 
ing jowar at home would be given at the point where the price ratio line, 
(purchasing price of jowar to selling price of cotton) is tangential te the 
production possibility curve. On the other hand, the minimum limit _ 
of producing jowar at home is given at the point where the price ratio 
line, (selling price of jowar to selling price of cotton) is tangential to the 
production possibility curve. Now the ‘ deficit farmer’ with facilities 
to purchase additional jowar will produce at some point on the ‘ range’ 
so fixed by the minimum and maximum points. The exact point on the 
production possibility curve at which he will choose to produce will be 
either the point where his indifference curve is tangential to the produc- 
tion possibility curve within the ‘ range ° or the point representing the 
maximum profitable limit of producing jowar. 


The theory discussed in the previous few paragraphs is illustrated 
graphically in the above diagram in which AB is the Production Possi- 
bility Curve between cotton and jowaron an imaginary holding. Suppose 
the selling price ratio line between cotton and jowar, NP, touches the 
production possibility curve AB tangentially at point F. Then, the 
surplus cultivator and the balanced cultivator, will both produce at this 
point, OD of jowar and OC of cotton. Now suppose one of the indiffer- 
ence curves, X, of the indifference system of the surplus cultivator bet- 
ween cash and jowar touches the Price Ratio line NP (which is also his 
‘income line’) atG. The quantity of jowar that the surplus cultivator 
will consume at home is given by OE; and he will obtain the necessary 
cash by selling ED of jowar and OC of cotton. In the case of the 
* balanced cultivator,’ one of his indifference curves, Y, will touch the 
price ratio line NP at F, so that he will consume all the jowar that he 
produces, viz. OD ; and he will obtain the necessary cash by selling OC 
of cotton. 


Now to come to the case of the ‘deficit cultivator.’ Suppose QR 
is the line representing the ratio of purchasing price of jowar to the selling 
price of cotton and it is tangential to the production possibility curve 
at H. Then H shows the maximum profitable limit of producing 
jowar at home, so that if the perpendicular dropped from H to the X-axis 
meets it in I, then OI of jowar is the maximum profitable limit of produc- 
ing jowar at home at the current ratio of purchasing price of jowar and 
selling price of cotton. In other words, if the ‘ deficit farmer’ wants to 
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consume jowar in excess of OI, it would be more profitable to him to 
purchase the excess from the market. On the other hand, the minimum 
limit of jowar production is given by the point F. Therefore, the arc 
FH on the production possibility curve gives the range within which 
the * deficit cultivator ’ would work. If we assume that Z is one of the 
indifference curves of the deficit cultivator for jowar and cash, which 
is tangential to the production possibility curve at K, which falls on the 
are FH, then the cultivator will produce and consume OL of jowar at 
home and produce and sell OM of cotton to obtain the necessary cash. 
If, on the other hand, we assume that the indifference curve of the deficit 
cultivator is such that it touches the production possibility curve at 
some point on the right hand side of the point H, then, it would be more 
profitable to the cultivator to produce only OI of jowar at home, together 
with OJ of cotton, and to purchase additional jowar from the market 
out of the cash obtained from selling of OJ of cotton. 


In the preceding discussion, we have assumed that the ‘ deficit 
cultivator’ has the facilities to purchase jowar from the market. If, 
however, we assume that the cultivator has no such facilities, then the 
point at which he will choose to produce will be that where one of his 
indifference curves for cash and jowar is tangential to the production 
possibility curve, even though such tangential point is on the right hand 
side of the point H. In fact, in such a case , it will be difficult to locate 
point H, because the purchasing price of jowar would be more or less 
imaginary when there’ is no opportunity to purchase it. 


In our analysis of the ‘ deficit cultivator’s’ choice of products, we 
have implicitly assumed that his choice is guided only by the purchas- 
ing price of jowar and selling price of cotton. In actual practice 
however, it is quite possible that his choice may be decisively influenced 
by certain other factors as well, e.g. his desire to be secure in his food- 
supply, his familiarity with marketing machinery and so on. These 
factors, in their turn, have their roots partly in psychology and partly 
in history, and therefore their importance would vary according to 
differing psychologies of different cultivators and also according to 
differing historical experiences and developments in different regions. 
For example, a cautious farmer might put his point H further down on 
the production possibility curve than is actually warrnated by the price 
ratio line. Similarly, a farmer in a region which is less commercialised 
would normally tend to be less familiar with marketing set-up than one 
in a region which is economically more advanced. 


During all this discussion, we have also assumed that the farmer 
has only two crops to choose from. In actual practice, there would be 
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many alternative crops to chooce from which would make the choice 
more difficult. But the basic principles, as discussed above, would 
remain the same. 


The shape of the indifference curve for cash and jowar would not 
be the same for all farmers, or for all regions or at all times. Essen- 
tially, the shape of the indifference curve reflects the preferences of the 
farmer for various consumption goods, and therefore it depends on the 
pattern of consumption of the farm family. The quantity of jowar 
consumed at home would depend on the size of the family, their income, 
and their preferences for alternative foods. The preference for alter- 
native foods may in many cases depend on the stage of the ‘ culture 
contact ’ of the farm family with outsiders—perhaps with urban dwellers. 
The need for cash would depend on the size of the family, their income, 
desire for consumption of goods and services available on the market, 
the need for payment of rent, interest and taxes in cash and so on. 
‘Culture contacts’ and the stage of economic development would 
materially influence the desire for buying consumption goods and 
services from the market. Whether rent, interest and taxes are paid 
in cash or in kind would also differ over space and over time. Because 
of these differences, the choice of products may significantly differ 
between two regions, which are identical in respect of soil and climate. 
Or the choice of products may undergo a metamorphosis in the same 
region with the passing of time. Also, it is possible that choice of 
products may differ from one farmer to another in the same locality 
and with identical production possibilities. 


The production possibility curve has been assumed to be fixed 
during all this discussion, The production possibility curve is the 
resultant of soil, climate, topography, the past investments in land, and 
other inputs in the form of capital and labour. Now even if these 
inputs are held constant from year to year, yet the production possi- 
bility curve of one year may not be exactly like that of another year, 
for the simple reason that rainfall and weather conditions would differ 
from one year to another. Therefore, the shape of the production 
possibility curve has to be ‘ guessed’ by the farmer, and his guess based 
on expected weather conditions may well turn out to be wrong. It is 
also possible that the cultivator may not have perfect knowledge of the 
‘normal ’ production possibility curve due to ignorance or inexperience. 
In such cases, the cultivator may not work at the optimum point on the 
production possibility curve. 


The consideration of keeping labour and other fixed resources 
engaged as far as possible even during slack season also adds a further 
complication to the conception of the production possibility curve. 
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This would be very important for a peasant family, whose members are 
‘ under-employed ’ in farming and unable to find employment outside 
agriculture. 


A still further complication in visualizing the actual production 
possibility curve is added by the considerations of soil fertility from one 
season to another. For example, the practice of growing cotton on the 
same plot of land year after year without rotation may result in soil 
deplection, and therefore, a cultivator may grow another crop, e.g 
a legume, in rotation with cotton, even though the market price rela- 
tionship may be substantially in favour of growing cotton only.* 


Lastly, the production possibility curve would also alter with 
changes in the inputs of resources, e.g. an investment of capital in 
constructing a well ete. An interesting example of such a develop- 
ment with reference to cotton cultivation in India was the gradual 
emergence of Punjab as one of the most important cotton growing. 
regions during the period 1918-19 to 1938-39. The main factor responsi- 
ble for this shift was the spread of irrigation in the Punjab, which made 


it more suitable for growing cotton as compared to the older regions of 
Bombay and Madhya Pradesh. 


The price ratio lines are taken to be fixed and certain in our dis- 
cussion of the choice of products. In the real world of the farmer, the 
prices are fluctuating often quite widely. The choice of products by 
the cultivator has, therefore, to be based on expectations of price 
movements rather than on actual prices prevailing either at the time 
of sowing or marketing. The farmers may base their expectations of 
prices on the prices actually prevailing at the time when they decide 
about allocation of resources for the year; or they may be guided in 
their present decisions by their actual experience in the previous year ; 
or they may base their present decisions on the future expected prices, 
espceecially when such expectation is rendered easy by certain events 
like war. Even if we assume that the farmersare influenced by their 
actual past experience or by the prevailing price relationships, yet 
their response would depend to a great degree on whether they think 
the past or present price relationships as temporary or lasting. lll 
these make the actual decision-making process more complicated and 
less exact than is assumed to be during our theoretical discussion. 


Rajkot B. P. Dutia 


* The changes in soil fertility over time due to different crop rotations can 
be represented by means of a ‘ short-run’ production possibility curve as distinct 
from a ‘...long-run’ one. The short-run production possibility curve may show high 
yield of cotton ; but if cotton is grown on the same plot year after year, the long- 
production possibility curve may alter in such a way that the yield per acre of cotton 
drops substantially. 
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